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Calendar of Events 

February 9—8 P.M. Special Tax 
Meeting. Subject: Problems on 
1941 Excess Profit Tax Returns. 
Location: Engineering Auditori- 
um, 29 W. 39th Street, New York 
City. 

February 26—Regular Meeting of 
the Board of Directors. 

March 2—8 P.M. Society Meeting. 
Subject: Federal Taxation. Loca- 
tion: Engineering Auditorium, 29 
W. 39th Street, New York City. 

March 19—Regular Meeting of the 
Board of Directors. 


Federal Tax Meetings 

On the evening of February 9, 
1942, at the Engineering Auditor- 
ium, the Committee on Federal Tax- 
ation held the third in its series of 
monthly meetings on the subject of 
“Problems Relating to 1941 Excess 
Profits Tax Returns.” The meeting 
was handled by Paul D. Seghers, 
who was assisted by Messrs. James 
A. Campbell and Nathan F. Ross.. 

The next tax meeting will take 
place on the evening of March 2, 
1942, in the main auditorium of the 
Engineering Society Building, and 
will coincide with the regular March 
meeting of the Society. Attention 
of the members is called to the fact 
that this meeting will not be held 
as usual at the Waldorf-Astoria 
Hotel. The general subject of the 
meeting will be devoted to last min- 
ute problems relating to federal in- 
come tax returns. 


1942 Supplement to Directory 
of Members 
_ To conserve the supply of paper 
in the interests of national defense 
and the war, a complete DirEcTory 
OF MEMBERS was not nublished this 
year. Instead, a supplement to the 
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1941 Directory was issued in Janu- 
ary, which contained only those 
additions to membership in the So- 
ciety since publication of the Janu- 
ary, 1941, issue. 

As customary, this supplement has 
been sent to approximately 8,000 
business men, bankers, credit gran- 
tors, trade association executives and 
others in New York State; members 
of the Society do not receive the 
Directory unless specifically  re- 
quested, as it duplicates information 
supplied in the Society’s Year Book. 


Addresses By Members 

On the evening of January 13, 
1942, at the Emerson Hotel, Balti- 
more, A. S. Fedde, Director and the 
immediate past President of the So- 
ciety, appeared as guest speaker be- 
fore the Maryland Association of 
Certified Public Accountants. The 
subject of Mr. Fedde’s address was 
“Accounting Procedure.” 

At a dinner meeting held on 
Thursday evening, January 22, 1942, 
at the Ten Eyck Hotel, Albany, 
Leslie Mills, Vice Chairman of the 
Society’s Committee on Federal 
Taxation, addressed a joint meeting 
of members of the Albany Chapter 
of the New York State Society of 


Certified Public Accountants and 
members of the Capital District 
Conference of Bank Auditors and 


Controllers, on the subject of “Per- 
sonal Income Taxes.” 

On December 13, 1941, Henry B. 
Fernald presented a paper entitled 
“The Relationship of Departmental 
and Central Accounting” before a 
meeting of the American Public 
Welfare Association, Washington, 
D.C. Mr. Fernald also addressed the 
Citizens Forum of Brooklyn, New 
York, on January 13, 1942, on the 
subject of “How Do Taxes Aid and 
Handicap Production?” 
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Notice to Members 

The Society has been asked by the 
Industrial Salvage Section of the 
Bureau of Industrial Conservation, 
in Washington, to request members 
to take an immediate, active part in 
the campaign to round up scrap ma- 
terials needed for our war effort. 

The Bureau of Industrial Conser- 
vation is charged with the responsi- 
bility of developing salvage pro- 
grams for waste materials, especially 
iron and steel scrap, non-ferrous 
metals, cotton and woolen rags, 
paper and rubber, wherever they can 
be found throughout the land. 

The Industrial Salvage Section of 
the Bureau is concerned with stimu- 
lating a larger, faster flow of scrap 
from industry into regularly estab- 
lished reclamation and conversion 
channels so that immediate war 
needs for this material can be met. 

Here is a simple program prepared 
by the Industrial Salvage Section, 
which it is suggested that members 
of this Society put into effect as soon 
as possible. 

1. Put some one responsible indi- 
vidual in charge of salvage 
throughout all departments of 
your business and give him 
authority to organize and start 
at once an emergency “clean 
up” campaign, to be followed 
with a permanent salvage or- 
ganization. 

2, Devise an effective method of 
bringing the message of con- 
servation to all of your employees 
every day. 

3. Build into your plan a program 
to keep it alive. Don’t let 
initial enthusiasm die. This is 
a continuous job. 


The cooperation of the member- 
ship is urged. 





The New York Certified Public Accountant 





Accountants Committee for 
Purchase of Defense Savings Bonds 

On February 2, 1942, a letter was 
sent by Rodney F. Starkey, Chair- 
man of the Accountants Committee 
for Purchase of Defense Savings 
Bonds, to over three hundred ac- 
counting firms in the metropolitan 
area asking for their cooperation in 
installing the payroll allotment plan 
approved by the United States 
Treasury. The purpose of this plan 
is to make it as easy as possible for 
employees of accounting firms to 
participate in the Defense Savings 
Bond Campaign; it will enable em- 
ployees to voluntarily allocate a cer- 
tain portion of their regular salary 
to the purchase of these bonds. 

Any accounting firms who have 
not already been contacted by the 
Committee, and who are interested 
in installing the payroll allotment 
plan for their employees, should get 
in touch with the Committee at the 
office of the Society. 

Names of members of this Com- 
mittee are listed below: 

Rodney F. Starkey, Chairman 
William R. Donaldson 
William B. Franke 

Morris H. Gotthilf 

G. Charles Hurdman 

J. Arthur Marvin 

J. S. Seidman 

Andrew Stewart 

Joseph W. Welsh, Secretary 





Herbert W. Ellis 
Word has just been received of 
the death on January 9, 1942, of 
Herbert W. Ellis, a valued and es- 
teemed member of the Society since 
November, 1922. : 





The Society has suffered a real 
loss in his passing. 
EE SN ETRE, 
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Wages and Hours 
As a result of the Society’s Octo- 
ber 20, 1941, meeting devoted to 
Wages and Hours, a number of ques- 
tions were submitted by members re- 
lating to the hearing of the Fair 
Labor Standards Act upon their par- 
ticular problems as accountants. The 
Society submitted these to Mr. Nor- 
man S, Altman, Senior Attorney and 
Solicitor in the Wage and Hour Di- 
vision of the United States Depart- 
ment of Labor, Washington. The 
questions raised and the opinions re- 
ceived from the Department of 

Labor are reproduced below: 


1. In an office where all orders are 
expressed in the form of wishes of 
the employers, a partner expresses a 
wish that all assistants would attend 
a class in income taxation indicated 
by him in order to become more pro- 
ficient in their daily work. All but 
one assistant comply with his wish 
and this one is not in any way penal- 
ized. The others ask the employers 
are these 12 hours overtime for the 
week after they have worked 40 
hours; he replies no. Is he violating 
the Labor Law? 


2. An employer suggests to an 
assistant to take home an explana- 
tion of the new 1941 Revenue Act 
and study it at home but does not 
order him to do so. Should the em- 
ployee call this study at home over- 
time work? : 

3. An employer directs a field 
auditor to make an audit in Pough- 
keepsie but does not prescribe the 
means of transportation. The audi- 
tor prefers motoring to train riding 
and leaves for work at 6 to be on the 
auditing job in Poughkeepsie at 9. 
He works eight hours until 6 and 
then motors back to New York, 
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reaching home at nine. His home is 
1 minute from the office. The other 
days of that week he works 32 hours. 
Has he worked six hours overtime? 

4. A secretary is hired at $1,460 a 
year, $4 for each calendar day, with 
the understanding that she is to take 
care, without supervision, of a cer- 
tain amount of secretary work aris- 
ing at irregular periods. During 12 
weeks of January, February and 
March she works regularly 50 hours 
a week, during 12 weeks of June, 
July and August at an average 20 
hours a week. What is her salary 
for the year? 

January 14, 1942. 
Mr. Joseph W. Welsh 
Director of Public Relations 
The New York State Society of 

Certified Public Accountants 
15 East 41st Street 
New York, New York 
Dear Mr. Welsh: 

This will reply to your letters of 
November 5, 1941, and December 3, 
1941, addressed to Mr. Norman S. 
Altman, concerning the application 
of the Fair Labor Standards Act to 
several situations which you present. 
We shall deal with the questions in 
the order in which you present them: 

1. Your first inquiry concerns an 
employer who “expresses a wish” 
that his assistants attend a certain 
class in income taxation. You inquire 
whether he is violating the Fair 
Labor Standards Act by not paying 
the employees for the hours spent 
in class. On the basis of the mate- 
rial set forth in paragraph 15 of the 
enclosed Interpretative Bulletin No. 
13 the time spent in attending such 
a class must be considered hours 
worked and the employees must be 
properly compensated for such hours. 
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2. In the second situation an em- 
ployer “suggests” that his employee 
take home an explanation of the new 
revenue act. You inquire whether 
the time spent in study at home 
should be called “overtime work.” 
You have not presented us with suff- 
cient facts on which we can express 
a final opinion as to whether the time 
spent in such study is hours worked. 
However, your attention is directed 
to paragraphs 2 and 15 of Interpreta- 
tive Bulletin No. 13 which may fur- 
nish you with information on which 
you can make a determination. 


3. In the third situation an em- 
ployer directs an employee to make 
an audit in another city but does not 
prescribe the means of transporta- 
tion. The employee leaves by car at 
six to be on the auditing job at nine. 
He works 8 hours until six and then 
motors back to reach his home at 
nine. His home is one minute from 
the office. The other days of the 
week he works 32 hours. You in- 
quire whether he has worked 6 hours 
of overtime. In this situation the 
employee has worked 46 hours dur- 
ing the week. Your attention is di- 
rected to paragraphs 2 and 9 through 
14 of Interpretative Bulletin No. 13. 


4. In the fourth situation a secre- 
tary is hired at $1,460.00 a year, “$4 
for each calendar day, with the 
understanding that she is to take 
care, without supervision, of a cer- 
tain amount of secretary work aris- 
ing at irregular periods. During 12 
weeks of January, February and 
March she works regularly 50 hours 
a week, during 12 weeks of June, 
July and August at an average 20 
hours a week.” You inquire “What 
is her salary for the year?” 

As you know, section 7 of the act 
requires that an employee receive 
overtime compensation for the hours 
in excess of 40 per week “at a rate 
not less than one and one-half times 
the regular rate at which he is em- 
ployed.” An employee’s regular rate 
of pay and overtime compensation is 
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computed on a workweek basis and 
not on an annual basis. It is not en- 
tirely clear from your question 
whether the employee is given a 
yearly guarantee of $1,460.00 or 
whether she is paid $4.00 for each 
day worked. Your attention is di- 
rected, however, to paragraphs 10 
through 12 of the enclosed Interpre- 
tative Bulletin No. 4 which set forth 
the methods for computing regular 
rate of pay and overtime compensa- 
tion for employees working on a 
salary. 

If the information contained in 
these paragraphs does not resolve 
your questions satisfactorily, we 
shall be glad to give you our opinion 
upon a clarification of the issues. 

The inquiries of Ernest L. Luff & 
Company have been answered di- 
rectly by letter of December 1, 1941 
from our New York regional office. 


Very truly yours 
For the Solicitor 
By Rurus G. PooLe 
Assistant Solicitor 
In Charge of Opinions and Review 


Accounting Research Bulletins 


The Committee on Accounting 
Procedure of the American Institute 
of Accountants has recently pub- 
lished Accounting Research Bul- 
letins Nos. 13 and 14. 

Bulletin No. 13 deals with the timely 
subject of Accounting for Special Re- 
serves Arising Out of the War, and 
concerns itself primarily with the 
treatment of reserves in the financial 
statements of organizations which 
are “substantially engaged, directly 
or indirectly, in production for war 
purposes, or are materially affected 
by conditions growing out of the 
war.” Included is a list of eleven 
purposes for which special reserves 
may be provided. The text of this 
3ulletin is published on pages 334-37 
of this issue. 
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Bulletin No. 14 deals with the re- 
porting of United States Treasury 
Ta « Notes in the balance sheet of the 
purchaser, and is also reprinted on 


72” 


ave JO/. 


Auditing Procedure 

The Committee on Auditing Pro- 
cedure of the American Institute of 
Accountants has published No. 9 in 
its series of Statements on Auditing 
Procedure. This bulletin deals with 
accountants’ reports on examinations 
of securities and similar investments 
under the Investment Company Act. 
Copies may be obtained from the 
Institute at a cost of 10 cents each. 


Unemployment Insurance Law 


Change of Due Date for 
Filing of Returns 

\n amendment has recently been 
made to the New York State Labor 
Law which will result in extending 
the due date for the filing of future 
unemployment insurance returns to 
the last day of the month following 
the close of each quarterly period. 

The previous requirement for the 
filing of these returns by the 15th 
day of the month following the close 
of the quarter was occasioned by the 
vast amount of detail necessary to 
establish the rates payable in a bene- 
fit year commencing April 1. 

The amendment changes the per- 
iod of the unemployment insurance 
benefit year so that it will commence 
June Ist instead of April Ist, except 
for the present benefit year which 
shall end June 1, 1942. The new law 
also allows additional benefits for 
not more than three weeks of total 
employment for the current vear 
involved. 


Securities and Exchange Commission 
Accounting Releases 

On page 339 of this issue will be 

found the text of Accounting Series 

Release No. 30 dealing with the new 
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ruline of the Commission with re- 
spect to examination of inventories 
by independent public accountants 
during the war emergency. 
Attention of members of the So- 
ciety is called to Accounting Series 


Releases Nos. 28 and 29, which due 


to their length and limited scope oi 
interest will not be published. 

Release No. 28 consists of a 
lengthy Findings and Opinion of the 
Commission in the matter of a pro- 
cedure taken against Kenneth N. 
Logan, C.P.A. (Cal.), denying him 
the privilege of practicing as an ac- 
countant before the Securities and 
Exchange Commission for a period 
of sixty days. 

Release No. 29 contains informa- 
tion with respect to the adoption of 
further changes in Regulation S-X, 
making that regulation applicable to 
the form and content of financial 
statements filed by unit investment 
trusts, including users of periodic 
payment plan certificates. These 
changes consist of: 

(a) amendments to Rule 1-01 to 
require that Regulation S-X govern 
the form and content of the financia 
statements required to be filed as 
part of forms C-1 and 2-MD; and 


(b) the adoption of Article 6A and 
the related rules of Article 12, which 
deal specifically with the form and 
content of statements of condition, 
statements of income and other dis- 
tributable funds, and schedules for 
unit investment trusts, including 
unit investment trusts which are is- 
suers of periodic payment plan cer- 
tificates. 


Commentaries from Foreign Sources 
They Also Serve 

“Never before in the history of 
accounting has there been so much 
to interest the public accountant in 
the practice of his profession as there 
is today. The ever-changing income 
tax laws, the excess profits tax, and 
now wage and price controls present 
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a kaleidoscope of problems for the 
accountant and his clients. That, as 
citizens, we should support the gov- 
ernment in their every effort to or- 
ganize for the common task goes 
without saying. No less as account- 
ants do we owe the government our 
support. Everyone is not called on 
to take a direct part in the combative 
or administrative aspects of the war 
effort but in the daily practice of his 
profession the accountant can do 
much to make the task of govern- 
ment easier. 

“In the matter of taxation the dis- 
tinction between evasion and avoid- 
ance is often a narrow one. Natur- 
ally the taxpayer does not wish to 
pay more than the law requires of 
him. On the other hand it is not for 
the professional accountant to con- 
ceive ingenious plans for reducing 
taxation which, in many cases do no 


more than postpone the day of 
reckoning. In the field of wage and 


price controls the accountant can 
also be helpful. The chairman of 
the Wartime Prices and Trade 
Board has said that he knows of fifty 
reasons why price control will not 
work; the accountant and his clients 
can probably suggest many more. 
Every practitioner has a few clients 
who are convinced that their particu- 
lar business does not lend itself to 
such checks and controls. Here is 
an opportunity to get behind our 
administrators and through sound 
advice, based on an appreciation of 
the needs of the moment, add our 
contribution to the common good.” 


An editorial appearing in THE CANADIAN 
CHARTERED ACCOUNTANT for January, 1942. 





Auditors’ Liability 

“It is impossible for an auditor to 
check in detail in a few days work 
which it has taken a large staff 
twelve months to do. An audit is 
really an examination by an expert 
in accounts, resembling the diag- 
nosis of a skilled physician. His 
wide experience and knowledge of 
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affairs enable him, by careful ex- 
amination, to form an opinion as to 
the financial soundness of the busi- 
ness and to say whether the Balance 
Sheet gives a truthful account of 
the state of the institution. The ex- 
pert may be mistaken for he is not 
infallible. Much depends on the ex- 
perience, the judgment and the char- 
acter of the expert who is called in. 
He observes how the books are kept, 
suggests precautions against fraud, 
points out in what way the accounts 
can be arranged so that the working 
of the business can be facilitated and 
its operations controlled and forms 
an opinion whether the liabilities are 
stated at too little or the assets put 
down at too much. If, through negli- 
gence on his part, loss is sustained 
he is liable for damages. If he is 
not merely negligent but is guilty 
of wilfully shutting his eyes to the 
truth; if when the truth lay under 
his hands he abstained from finding 
it out not from mere negligence, but 
from the wilful determination not to 
inquire, then he may be liable to 
imprisonment. If through want of 
care on his part a dividend has been 
paid out of capital, he may have to 
refund as damages fifty or a hundred 
times the amount of the modest fee 
he has been paid.” 


Kk * * x 


“An auditor is primarily liable 
only to his principals, i.e., those who 
employ him. 

“The question sometimes arises 
whether an auditor has any liability 
at common law to third parties. He 
may, for example, have reported on 
the correctness of the balance sheet 
of a firm, and, owing to negligence, 
has failed to discover that the assets 
were greatly over-stated. A banker, 
on the faith of his report as to the 
correctness of the balance sheet, has 
advanced money to the firm, and has 
thereby suffered loss. The auditor 
would not be liable at law to the 
banker. Or, again, he may have re- 
ported on the correctness of a com- 
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pany’s balance sheet, and, through 
negligence, failed to discover that 
the position stated therein is con- 
siderably better than the actual state 
of affairs warrants. He may in this 
way have caused considerable loss 
to investors and other persons taking 
up shares on the strength of his re- 
port, but he would not be legally 
liable to them for any loss suffered. 
The position of an auditor would be 
different if he reported on the cor- 
rectness of the balance sheet know- 
ing that it was incorrect and did so 
with the intention that such balance 


sheet should be acted on by a third 
person. If the third party suffered 
loss under such circumstances the 
auditor would be liable. On the 
question of ‘intention’ it should be 
remembered that a person is to be 
taken to have intended the natural 
and probable consequences of his 
acts and in this way his knowledge 
of the use to which his report is to 
be put may become material.” 





From an article entitled “Auditing and the 
Legal Responsibilities of Auditors’ appear- 
ing in the November 1941 issue of THE 
AUSTRALIAN ACCOUNTANT. 








It is the Patriotic Duty 





of Every American Citizen to: 


GIVE to the Red Cross 
INVEST in Defense Savings Bonds 
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Comparison of Federal and New York State 
Income Tax Requirements 


By NIcHOLAS SALVATORE, C.P.A. 


HIS is the third vear that a 
comparison of the more-impor- 
tant federal and New York State 
income tax requirements for indi- 
viduals, estates and trust has been 
presented in this form. The signifi- 
cance of the changes made by the 
Revenue Act of 1941 and by the 
New York State Legislature affect- 
ing the calendar year 1941 and fiscal 
years ending in 1942 have made it 
desirable not only to bring this com- 
parison up to date but to amplify 
it by including the more-important 
provisions relating to information 
and withholding of tax at the source. 
During the past year the base of 
federal income taxation was broad- 
ened by the reduction in the personal 
exemption, making the amounts of 
credit for personal exemption the 
lowest since the enactment in 1913 
of the 16th Amendment to the Con- 
stitution. This broadening of the 
base, coupled with the increase in 
the surtax rates and the elimination 
of the $4,000.00 surtax cushion, has 
sharply increased the personal in- 
come tax payable and created a vast 
army of new federal income tax- 
payers. On the other hand, the State 
of New York has lightened the bur- 
den of New York State income tax- 
payers by the failure to reenact the 
1% emergency tax on net incomes. 
Sensing that many wealthy tax- 
payers were not bearing their share 
of income taxes by investing a large 
part of their capital in exempt or 
partially exempt federal obligations, 
Congress enacted the Public Debt 
Act of 1941 which made interest 
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on federal obligations issued after 
March 4, 1941 subject to income tax 
(normal and surtax), thereby re- 
moving the tax exemption privi- 
lege. 

In order to aid individual tax- 
payers with low incomes, the Treas- 
ury Department has devised a simpli- 
fied optional income tax form which 
may be used by taxpayers whose 
gross income from salaries, wages, 
other forms of compensation for per- 
sonal services, dividends, interest, 
rent, annuities or royalties is $3,000.00 
or less. The wise practitioner should 
not be content with preparing re- 
turns for such taxpayers on_ this 
simplified form (1040 A) only, but 
should determine whether a reduc- 
tion in tax can be effected by using 
the regular form (1040). In general, 
it will be found that, where the tax- 
payer’s status as to dependents or as 
a married person or head of a family 
has not changed during the year, the 
use of form 1040A will produce a 
lower tax provided the allowable de- 
ductions are less than 10% of the 
gross income. On the other hand, 
if the taxpayer’s status has changed 
during the year form 1040 may well 
establish the lower tax provided he 
ceases to be married or the head of 
a family or a dependent reaches the 
age of 18 since in any of these events 
form 1040A allows only those per- 
sonal exemptions commensurate with 
the taxpayer’s status on the last day 
of the taxable year. Conversely, ot 
course, the use of form 1040 A may 
result in a tax reduction if he mar- 
ried or became the head of a family 
during the year. 
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Comparison of Federal and New York State Income Tax Requirements 


Subject 


Who must 
file returns 


Simplified 
optional return 


Gross income 


Taxability of 


salaries 


Dividends 


Stock 
dividends 


Dividends 
paid from 
depletion 
reserves 
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INDIVIDUALS 


Federal 


Single or married persons not liv- 
ing with husband or wife whose 

: Sieger eo 
gross income 1s $750.00 or over. 


Married couple living together dur- 
ing the taxable year whose aggre- 
gate gross income is $1,500.00 or 
over. 


Simplified Form 1040A may be filed 
in lieu of regular Form 1040 
where gross income is $3,000.00 
or less and is wholly irom sala- 
ries, wages, other forms of com- 
pensation for personal services, 
dividends, interest, rents, annui- 
ties, or royalties. 


Gross income includes, in general, 
compensation for personal and 
professional services, business in- 
come, profits from sales of and 
dealings in property, interest, rent, 
dividends, and gains, profits, and 
income derived from any source 
whatever, unless exempt from tax 
by law. 


All salaries taxable including those 
of state and federal employees. 
Pension awarded by one to whom 
no services have been rendered is 
not taxable to recipient. 


Domestic and foreign dividends sub- 
ject to normal tax and surtax; 
domestic dividends paid out of 
earnings accumulated prior to 
March 1, 1913 not taxable. 


True stock dividends not taxable, 
stock dividends of different classes 
or those that change proportion- 
ate interests are taxable. 


Excluded from gross income and 
basis of stock adjusted. 


No distribution can be made from 
such reserve until all earnings or 
profits of the corporation accumu- 
lated after February 28, 1913 have 
been first distributed. Reserve 
determined by reference to basic 
value of property at March 1, 
1913. 


New York State 


Single or married persons not liv- 
ing with husband or wife whose 
net income is $1,000.00 or over or 
whose gross income is $5,000.00 
or over. Net capital gains must 
be added to net income in deter- 
mining the liability for filing. 


= 


farried couple living together dur- 

ing the taxable year whose aggre- 
gate net income is $2,500.00 or 
over or whose aggregate gross 
income is $5,000.00 or over. Net 
capital gains must be added to net 
income in determining the lia- 
bility for filing. 


No similar provision. 


Gross income includes, in general, 
compensation for personal and 
professional services, business in- 
come, interest, rent, dividends, 
and gains, profits and income de- 
rived from any source whatever 
other than capital gains which 
are taxed separately and at spe- 
cial rates. 


All salaries taxable including those 
of federal and state employees, 
except employees of foreign gov- 
ernments, and under certain con- 
ditions pensions paid to officers 
and employees of the U. S., the 
state and its subdivisions and 
agencies. 


Taxable. 


Not taxable. 


Same as federal. 


No distribution deemed to have 
been made from such a reserve 
except to the extent that the 
amount paid exceeds the surplus 
and undivided profits of the cor- 
poration. Reserve determined by 
reference to basic value of prop- 
erty at January 1, 1919. 
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Subject 


Loss on 


property 
acquired 
for personal 
use 


Basis for 
determining 
gain or 

loss on 

sale of 
property 
acquired by 
purchase 


Basis for 
determining 
gain or 

loss on 

sale of 
property 
acquired by 
gift 


Basis for 
determining 
gain or 

loss on 

sale of 
property 
acquired by 
bequest, 
devise or 
inheritance 


Basis for 
determining 
gain or loss 
on exchanges 


Capital net 
gains and 
losses 
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Federal 


Losses on the sale of personal resi- 
dence or other property acquired 
for personal use, not deductible. 


Cost, except where acquired prior 
to March 1, 1913, in which case 
basis is cost or March 1, 1913 
value, whichever is higher, for 
computing gain; for computing 
loss, the basis is cost. No gain 
or loss recognized if proceeds are 
between cost and March 1, 1913 
value. 


If acquired after December 31, 1920, 
basis same as donor’s to determ- 
ine gain; to determine loss use 
fair market value at time of gift, 
if lower than donor’s basis. No 
gain or loss if proceeds are be- 
tween donor’s basis and value at 
time of gift. 


If acquired before 1921, basis is fair 
market value when acquired. 


Basis is value at date of death. 


Same as in gain or loss on sales 
provided property received has a 
“fair market value.” No gain or 
loss arises on (a) exchanges of 
property in kind held for invest- 
ment (excepting securities) or 
for use in trade or business, (b) 
exchange of common stock for 
common stock or preferred stock 
for preferred stock in the same 
corporation, or (c) exchanges in 
connection with certain reorgani- 
zations. 


Long-term capital gains or losses 
recognized to extent of 6624% on 
assets held 18 to 24 months and 
50% on assets held over 24 
months. Alternative methods for 
taxing provided; for net gains 
taxpayer uses method yielding 
lesser tax and for net losses, 
method yielding greater tax. 


Gains or losses on assets held less 
than 18 months known as “short- 
term capital gains or losses;’ 
100% of net gain taken into ac- 


New York State 


Losses on the sale of personal resj- 
dence or other property acquired 
for personal use, deductible as a 
capital loss. 


Cost, except where acquired prior 
to January 1, 1919, in which case 
basis is cost or January 1, 1919 
value, whichever is higher for de- 
termining gain and whichever is 
lower for determining loss. No 
gain or loss recognized if pro- 
ceeds are between cost and Janu- 
ary 1, 1919 value. 


If acquired after December 31, 1927, 
basis determined same as federal. 


If acquired before 1928, basis is fair 
market value when acquired. 


Basis same as federal. 


Same as federal. Non-taxable ex- 
change becomes a taxable one if 
property is sold within six months 
of transfer, under certain condi- 
tion. 


Capital gains and losses are all of 
one class, the net capital gains 
being taxed at one-half the regu- 
lar rates. Excess capital net 
losses cannot be used to reduce 
other income and no carry-over to 
future years is provided. 


Excess of personal exemption and 
credit for dependents over ordi- 
nary net income may be applied 
against net capital gains. 
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Comparison of Federal and New York State Income Tax Requirements 
Subject Federal New York State 
esi~ count in computing net income. 
red Short-term net loss not deductible 
sa from ordinary income but may be 
carried forward (in amount not 
exceeding net income of year in 
tee which incurred), and applied 
ase against short-term net gains in 
919 succeeding year. 
de- Gain or loss on disposition of de- Same as federal. 
is preciable assets used in trade or 
No business treated as ordinary in- 
ro- come or deduction. 
ial Shrinkage in Not deductible. Same as federal. 
value of 
27, Securities 
ral. Deductions The items which are deductible Generally, same as for federal ex- 
from gross from gross income include in cept capital losses and capital de- 
imcome general, interest, taxes, losses not ductions which are offset against 
compensated for by insurance or capital gain. 
otherwise if incurred in the tax- 
payer’s trade or business or in- 
curred in any transaction entered 
sii into for profit or arising from 
fire, storms, etc., or other casu- 
alty, or theft, bad debts, deprecia- 
tion, contributions, depletion, pay- 
ments by an employer to a pen- 
sion trust and all the ordinary and 
necessary business expenses paid 
or incurred during the taxable 
year in carrying on any trade or. 
business, including a reasonable 
allowance for salaries or other 
compensation for personal ser- 
vices actually rendered. 
a Contributions Contributions are deductible only if Contributions made by a resident 
if made to organizations within U. deductible even if made to an or- 
‘ S. or its possessions. ganization in a foreign country, 
i but organization must be of 
i nature which would be recognized 
if situated within this country. 

Deductible if made to federal, state Same as federal. 
or political subdivisions, for ex- 
clusively public purposes. 

Deductible if made to certain U. S. Same as federal for a resident. In 
educational, charitable, scientific case of a non-resident deductions 
and general welfare corporations, are restricted to organizations 
irrespective of residence of donor operated under the laws of New 

of (no substantial part of activities York State. 

- should influence legislation). 7 

- Limited to 15% of the net income, Limited to 15% of the net income 

et per tax return, before deducting before deducting contributions. 

“€ contributions. No part of capital gains or losses 

fo considered in determining the 
15% contribution limitation. 

Where the alternative method of 

computing the capital gain tax 
d applies the 15% limitation is 
. based on the net income including 
d the net long-term capital gain but 
excluding the net long-term capi- 
tal loss. 
y 1942 319 











Subject 
Interest paid 


Expenses of 
co-operative 
apartment 


Taxes paid 


Bad debts 


Depreciation, 
depletion and 
obsolescence 
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Federal 


All interest deductible, except inter- 
est paid to purchase or carry tax- 
exempt securities. 


No deduction by stockholders for 
carrying charges of corporation, 
but in the case of Chauncy B. 
Borland v. Com. (CCA 7) Nov. 
3, 1941, No. 7687 rev’g 43 BTA 
332 the Circuit Court allowed the 
deduction of property taxes paid. 


Federal income taxes not deductible. 
State income taxes deductible. 


Taxes (assessments) on local bene- 
fits not deductible. 


Real estate taxes deductible. 


Estate, inheritance and gift taxes 
not deductible. 

Deductions allowed for income and 
profits taxes paid to foreign coun- 
tries, unless claimed as credit 
against tax payable. 


Stock transfer taxes deducted sep- 
arately as a tax. 


Bad debts or additions to reserve 
deductible. 


A reasonable allowance for depreci- 
ation, depletion and obsolescence 
on property used in trade or busi- 
ness may be deducted from gross 
income. 

If property was acquired subsequent 
to March 1, 1913, the basis for 
computing the deduction is cost. 

If the property was acquired prior 
to March 1, 1913, the deduction 
is computed on the cost or market 
value at March 1, 1913, whichever 
is higher. 


Discovery value in case of mines— 
in the case of mines (other than 
metal, coal, or sulphur mines) 
discovered by the taxpayer after 
February 28, 1913, the basis for 
depletion shall be the fair market 


New York State 


All interest deductible, except when 
paid on property, income of which 
is not taxable. 


Interest and taxes paid by corpora- 
tion deductible by stockholders. 


Same as federal. 
State income taxes not deductible. 


Similar to federal. 


Deductible unless paid on property, 
income of which is not subject to 
tax. 


Same as federal. 


Not deductible. (Dividends and/or 
interest are required to be re- 
ported gross.) 


Stock transfer taxes on sales or 
exchanges of “capital assets” de- 
ductible only in computing capital 
gains or losses. 

Transfer taxes on following kinds 
of transfers deductible from gross 
income. On transfer from: 

1. Dealer in securities to cus- 


tomer. 
2. Executor to residuary legatee. 
3. Settlor of trust to trustee. 
4. Donor of gift to recipient. 


Same as federal. 


Same as federal. 


If property was acquired subsequent 
to January 1, 1919, the basis for 
computing the deduction is cost. 

If the property was acquired prior 
to January 1, 1919, the deduction 
is computed on the basis of fair 
market value on January 1, 1919. 


In the case of mines discovered by 
the taxpayer on or after January 
1, 1919, and not acquired as the 
result of a purchase of a proven 
tract or lease, where the fair mar- 
ket value of the property is mate- 
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Comparison of Federal and New York State Income Tax Requirements 


Subject 


Business 
expenses 


Net operat- 
ing loss 
carryover 


Personal 
exemptions 


1942 


Federal 


value of the property at the date 
of discovery or within thirty days 
thereafter, if such mines were not 
acquired as the result of purchase 
of a proven tract or lease, and if 
the fair market value of the prop- 
erty is materially disproportion- 
ate to the cost. Depletion allow- 
ance based on discovery value 
limited to 50% of net income 
(computed without allowance for 
depletion). 


Special formulae used in computing 
depletion deductions in case of oil 
and gas wells, coal, metal and sul- 
phur. mines. 


Business expenses deductible from 
gross income include the ordinary 
and necessary expenditures di- 
rectly connected with or pertain- 
ing to the taxpayer’s trade or 
business. 


Net operating loss for years com- 
mencing on and after January 1, 
1939 may be carried forward for 
two years. 


$750.00 for a single person or a 
married person not living with 
husband or wife. 


$1,500.00 for a husband and wife 
living together. Exemption may 
be divided where separate returns 
filed. 


$1,500.00 for a head of a family. 
Credit only allowed where the 
individual actually supports and 
maintains in one household one 
or more individuals related to him 
by blood, marriage or adoption 
over whom taxpayer has some 
moral or legal obligation to exer- 
cise family control. Actual sup- 
port means more than one-half 
the support. Close relationship 
by blood applies to the taxpayer’s 
progenitors and lineal descend- 
ants. It also applies to his 
brothers and sisters as well as 
to uncles, nephews, aunts, and 
nieces whether related in whole 
or half blood. Relationship by 
marriage includes in-laws as well 
as step-brothers and sisters. 


Where status changes during the 
year credit must be prorated ac- 
cording to number of months in 
each classification. 


New York State 


rially disproportionate to the cost, 
the depletion allowance is based 
on the fair market value of the 
property at the date of the discov- 
ery or within thirty days there- 
after. Limitation on depletion 
allowance is the same as federal. 


Generally, the same as federal. 


Business expenses as well as all the 
ordinary and necessary expenses 
connected with the production of 
income required to be included in 
gross income are deductible. 


No similar provisions. 


$1,000.00 for a single person, or a 
married person not living with 
husband or wife. 


$2,500.00 for a husband and wife 
living together. Exemption may 
~ tines where separate returns 
iled. 


$2,500.00 for a head of a family 


otherwise the same as federal. 


Same as federal. 
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Subject 


Rates of 
tax 


Defense 
tax for 
five years 


Credits for 
taxes 
against 
income 
taxes 


Information 
returns 


Credit for 
dependents 
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Federal 


Normal tax 4% of net income 
after deducting personal exemp- 
tion, credit for dependents, inter- 
est on obligations of the U. S. and 
its instrumentalities and earned 
income credit. 


Surtax—graduated from 6% to 
77% on net income after deduct- 
ing personal exemption and credit 
for dependents. 

(Rates under the Revenue Act of 
1941 have been increased over 
those in prior years and in addi- 
tion, the surtax “cushion” of 
$4,000 has been abolished.) 


Recognized net long-term gains in- 
cluded in net income and tax 
computed at ordinary normal and 
surtax rates or at a flat rate of 
30% if this produces a lower tax. 

Recognized net long-term losses in- 
cluded in net income and tax 
computed at ordinary normal and 
surtax rates or at a flat rate of 
30% if this method produces a 
higher tax. 


Defense tax of 10% is now in- 
cluded in rates prescribed by 
Revenue Act of 1941. 


Tax paid by debtor corporations on 


tax-free covenant bonds allowed 
as a credit against the income 
tax to bondholders to the extent 
of 2% of the interest. 

Income taxes paid to foreign coun- 
tries and to U. S. possessions al- 
lowed as credits against income 
taxes due U. S. unless taken as 
a deduction from gross income. 


Payments of $750.00 or more to 
single persons and $1,500.00 or 
more to married persons. 


$400.00 for each dependent other 
than husband or wife, or first 
dependent in case of a head of 
a family, under 18 years of age 
or incapable of self-support be- 
cause defective. 

Taxpayer in order to claim the 
credit must furnish the chief 
support (more than one-half). 


The dependent need not (1) be 
related to the taxpayer, or (2) 
live with the taxpayer. The 
taxpayer need not be under any 
legal or moral obligation to 
furnish the support. 


New York State 
Normal tax: 

2% on first $1,000 in excess of 
personal exemption and credit 
for dependents. 

3% on next $2,000. 

4% on next $2,000. 

5% on next $2,000. 

6% on next $2,000. 

7% on excess over $9,000 ex- 
clusive of capital gains and 
losses. 


Net capital gains, after deducting 
any unused exemption taxable at 
one-half of the foregoing rates. 


Emergency tax of 1% on net in- 
come has not been extended 
and is therefore inapplicable. 

Unincorporated business tax—4% 
of net income from business after 
deducting exemption. 


No similar provision. 


No credit allowed. 


Income taxes paid by non-resident 
to state or country of residence al- 
lowed as credit when law of juris- 
diction grants reciprocal credit. 


Payments of $1,000.00 or more to 
single persons and $2,500.00 or 
more to married persons. 


$400.00 for each dependent other 
than husband or wife, under 18 
years of age or incapable of self- 
support because defective. 


Same as federal. 


Same as federal. 
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Comparison of Federal and New York State Income Tax Requirements 


Subject 


Earned income 
credit 


Returns 
Filing date 


Place of 


filing 


Notarization 


Payment 


of tax 


Von- 
residents 


1942 


Federal 


Where status changes during the 
year credit must be prorated ac- 
cording to number of months in 
each classification. 


If net income is $3,000.00 or less. 
then 10% of net income; if net 
income is more than $3,000.00 then 
10% of net income or earned net 
income whichever is lower but not 
less than $300.00 or more than 
$1,400.00. 


Earned income from profession— 
entire amount received as profes- 
sional fees may be treated as 
earned income. 


Individual proprietor or partner— 
where both personal services and 
capital are material income pro- 
ducing factors, a reasonable al- 
lowance as compensation for per- 
sonal service actually rendered 
by the taxpayer, considered as 
earned income, but the earned in- 
come is limited to 20% of the net 
profits of the trade or business. 


Due 15th day of third month fol- 
lowing close of fiscal or calendar 
year. 


File tax returns with Collector of 
district of legal residence or prin- 
cipal place of business; if none in 
U. S. with Collector of Balti- 
more, Maryland. 


File information returns for sal- 
aries, interest, etc., on or before 


February 15th following calendar , 


year with Commissioner of Inter- 
nal Revenue, Returns Distribu- 
tion Section, Washington, D. C. 


Required. 


Payable in four quarterly instal- 
ments beginning at the time the 
return is filed. 


Same tax rates as residents, if en- 
gaged in business or having office 
in U. S., otherwise special taxes. 


Exemptions and deductions allowed 
if proper return filed. 


Non-resident aliens having no office 
or place of business in the U. S. 
are taxed at 27'4% on gross in- 
come of $23000.00 or less from 
U. S. sources derived from in- 
terest, dividends, rents, salaries, 
wages, premiums, annuities and 
compensation, etc. No personal 


New York State 
Same as federal. 


No similar provision. 


No similar provision. 


No similar provision. 


Due 15th day of. fourth month fol- 
lowing close of fiscal or calendar 
year. 


File at office of New York State 
Income Tax Bureau, State Office 
Building, Albany, N. Y. or at any 
district office of Income Tax 
Bureau. 


File information returns for sal- 
aries, interest, etc., on or before 
February 15th following calendar 
year with State Tax Commission, 
Income Tax Bureau, Albany, 
N. Y. 


Not required. 


Normal and net capital gains taxes 
payable in three instalments, one- 
half on filing return, one-quarter 
two months later and one-quarter 
six months after filing. 


Same tax rates as for resident. 


Same exemptions as for resident. 


Same tax rates as for resident, but 
taxed only on income from New 
York State sources. Tax with- 
held at normal tax rates on pay- 
ments in excess of $1,000.00 to a 
single person and $2,500.00 to a 
married person. 
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Subject 


Change in 
residence 


Change in 
accounting 


period 


Decedents 


Evasion of 
surtaxes by 


incorporation 


Community 
mcome 
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Federal 


exemptions or credits for depend- 
ents may be deducted. Those 
whose gross income from U. S. 
sources is more than $23,000.00 
are taxed at the same rate as 
residents. Personal exemption 
$750.00. The $400.00 credit for 
dependents allowed to residents of 
Canada and Mexico only. 


Non-resident aliens having an office 
in the U. S. are taxed at the same 
rates as residents except that only 
$750.00 personal exemption al- 
lowed whether married or single 
and $400.00 credit for dependents 
allowed only to residents of Can- 
ada and Mexico. 

Withholding is at rate of 161%4% 
for period prior to September 30, 
1941 and 2714% thereafter. 


(Residenis of Canada are taxed at 
5% on income received before 
April 30, 1941. Income received 
after that date taxed at 2714% 
or at normal and surtax rates 
whichever is higher. ) 

Exemptions and deductions allowed 
if proper return filed. 


No provision similar to State. 


No similar provision. 


Where return filed for part of year, 
owing to change in accounting 
period, income placed on annual 
basis but personal exemptions al- 
lowed for full year. Tax reduced 
to proportion that number of 
months included in return bears 
to twelve months. 


Accrued income and deductions to 
be reported for decedents, even 
if on a cash basis. 


Corporation subject to special sur- 
tax on undistributed adjusted net 
income. 


A husband and wife who are domi- 
ciled in a state having community 
property laws, may each, in filing 
separate returns, report one-half 
of the income and one-half of 
the deductions. 


New York State 


Income from sources within New 
York State consists of the tax- 
payer’s entire net income and net 
capital gain from sources within 
the State; that is, (a) from all 
property owned and (b) from 
every business, trade, profession 
or occupation carried on within 
the State of New York. 


Income does not include annuities, 
interest on bank deposits, interest 
on bonds, notes or other interest- 
bearing obligations or dividends 
from corporations, except to the 
extent to which the same shall be 
a part of the taxable income from 
any business, trade, profession or 
occupation carried on in this state 
by the non-resident taxpayer. 


Same exemptions as for resident. 


Provision for two returns where 
residence changes during taxable 
year. 

Where individual changes his status 
from that of a resident to that 
of a non-resident or from that of 
a non-resident to that of a resi- 
dent, the return shall be made on 
the accrual basis. 


Where return filed for part of year, 
owing to change in accounting 
period, (a) the combined net in- 
come and capital net gain is 
placed on an annual basis, (b) 
personal exemptions allowed for 
the full year, (c) tax reduced to 
proportion that number of months 
included in return bears to twelve 
months. 


Same as federal. 


No corresponding provisions. 


Does not have community property 
laws. However, a non-resident 
of New York who is a resident 
of a state having community 
property laws must report total 
income earned in New York 
State. 
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Comparison of Federal and New York State Income Tax Requirements 


Subject Federal 
Husband and Contributions and capital net gains 
wife or losses—husband and wife are 
treated as a single unit in a joint 


return. 


Returns—Where each spouse has 
net income it may be advanta- 
geous to file separate returns. 
Joint returns advantageous where 
one spouse has a net loss and the 
other has net income. (Despite 
the proposals for requiring hus- 
band and wife to file joint re- 
turns, the law was not changed 
in this respect and husbands and 
wives can elect each year to file 
joint or separate returns. ) 


A partnership does not pay income 
taxes, but it is required to file a 
partnership return which shows 
the net income of the partnership 
and the distributive shares of 
the partners, on which they are 
taxed in their individual returns. 


Partnerships 


Contributions — No deduction for 
contributions is allowed to a part- 
nership, but each partner is en- 
titled to deduct his proportionate 
share of such contributions on 
his individual return. 


New York State 


Same as federal. 


Same as federal. 


Same as federal. 


Same as federal. 


ESTATES AND TRUSTS 


When return 
required: 
Estates If the gross income of the estate 
for the taxable year is $750.00 
or over. 


Trusts If the net income of the trust for 
the taxable year is $100.00 or 
over, or the gross income is 
$750.00 or over. 


Net income The net income of an estate or 
trust is computed in the same 
manner and on the same basis as 
in the case of an individual with 
the following exceptions: 

(a) Contributions may be unlim- 
ited if provided for in will or 
in deed of trust. 

(b) A credit is allowed against 
the net income for amounts 
distributable to beneficiaries, 
ete, 


1942 


If the net income of the estate for 
the taxable year is $1,000.00 or 
over, or the gross income is 
$5,000.00 or over. Net capital 
gains must be added to net in- 
come in determining the liability 
for filing. 


If the combined net income and net 
capital gain is $1,000.00 or over. 
or the combined gross income and 
capital gain for the taxable year 
is $5,000.00 or over. 


Same as federal-—also applies to 
estates. 


Same as federal. 


Same as federal. 
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Subject 
Personal 
exemption: 
Estates 


Trusts 


Rates of tax, 
payment of tax, 
filing date and 
place of filing 


Discretionary 
trusts 


Resident and 
non-resident 
beneficiaries 


Statute of 
limitations: 


On additional 
assessments 


On refunds 
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Federal 


Exemption of $750.00 allowed even 
if in existence for less than 12 
months. 


Exemption of $100.00 allowed even 
though a trust is in existence for 
less than 12 months. 


Same as set forth under individuals. 


Portion of net income distributed 
to beneficiary, taxable to bene- 
ficiary, balance taxable to fidu- 
ciary. 


A citizen or a resident alien bene- 
ficiary of an estate or trust is 
taxable on his or her share of 
the net income of such estate or 
trust. 


A non-resident alien beneficiary of 
an estate or trust not engaged in 
a trade or business within the 
U. S. and not having an office 
or place of business therein is 
taxed on his or her share of the 
net income of the estate or trust. 
Returns to be filed and rates of 
tax vary according to amount of 
gross income. 


GENERAL 


3 years after return filed or 5 years 
after return filed if 25% of gross 
income omitted from return. 


3 years from time return filed or 2 
years from time tax paid, which- 
ever period expires later. 


New York State 


Same as federal except exemption 
of $1000.00. 


Exemption of $1,000.00 allowed 
even if in existence for less than 
12 months. 


Same as set forth under individuals. 


All taxable to fiduciary. 


A resident beneficiary of an estate 
or trust is taxable on his or her 
share of the net income of such 
estate or trust. 


A non-resident beneficiary is tax- 
able only on such part of his 
income from the estate or trust 
as arises from sources within the 
State of New York (exclusive of 
annuities, interest on bank de- 
posits, interest on bonds, notes 
or other interest-bearing obliga- 
tions or dividends from corpora- 
tions, except to the extent to 
which the same shall be a part 
of the income from any business, 
trade or profession or occupation 
carried on in this state subject 
to taxation). 


Same as federal. 


2 years from the time of the filing 
of the return or 1 year from the 
recomputation of the tax. 


Where an assessment is made on 
account of deductions disallowed 
in the year in which they were 
reported, the Commission may re- 
adjust the tax for the years when 
the deduction should have been 
taken if within five years of year 
in which originally reported. 
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United States vs. Medford H. White 


Of interest to members of the accounting profession will be the recent opinion 
rendered by the Hon. Learned Hand, Chief Judge of the United States Circuit 
Court of Appeals for the Second Circuit, affirming a judgment of conviction of 
the District Court for the Southern District of New York against Medford H. 
White, a certified public accountant (Del). 

This case 1s of importance to the profession because it is the first expression 
by a United States Appellate Court upon the criminal liability of a certified public 
accountant. It is also the first such conviction obtained under the Securities Act 
of 1933, and for these reasons represents a milestone in the law of legal liabilities 
of public accountants. 


United States Circuit Court of Appeals 


FOR THE SECOND CIRCUIT 








UNITED STATES, 
Appellee, 
v. 
Meprorp H. WHITE, 
Appellant. 





No. 57—October Term, 1941. 
(Argued October 15, 1941 Decided December 1, 1941) 





Appeal from a judgment of conviction of the District Court for the 
Southern District of New York, upon an indictment for viclation of Section 
77 (q) of Title 15, and Sections 338 and 88 of Title 18 of the United 
States Code. 

Before: 
L. Hanno, Aucustus N. HAND AND CLARK, 
Circuit Judges. 
AtAN S. Hays for the appellant. 
*Boris KosTELANETZ for the appellee. 





L. Hanp, C. J.: 

White, the accused, was convicted along with four other persons and two 
corporations of using the mails in a scheme to defraud (#338, Title 18, 
U. S. Code, #77 (q), Title 15, U. S. Code) and of a pendent conspiracy to 
commit the same crime (#88, Title 18, U. S. Code). The gravamen of the 
charge was the use of the mails for the distribution of certain prospectuses 
for the sale of shares of “Class A” stock in the Bankers Industrial Service, 
Inc., a company incorporated under another name on February 21, 1933 
under the laws of Delaware. On September 20th of that year one of the 
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accused, Gaffeney, who was convicted along with White, became president 
of this company, which took over what remained of the assets of another 
company known as Wisconsin Holding Corporation, with which Gaffeney 
had been associated as vice-president. New money was necessary and 
Gaffeney and several others of the accused decided to issue 250,000 shares 
of Class A common stock of the Bankers Company. On July 14, 1934 this 
company filed the “registration statement” required by the Securities Act 
of 1933 and issued a prospectus under which a small amount was sold. Later 
they put out three other prospectuses which were sent through the mails, 
and it was the financial statements in these which constituted the frauds 
laid in the indictment. White was a public accountant and his supposed 
complicity with the officers of the Bankers Company and the brokers who 
helped sell the stock, arose from his preparation for the last three pro- 
spectuses of these financial statements, all of which were false in a number of 
particulars. The first of the three prospectuses was issued on October 31, 
1935, the second on August 27, 1936, and the third on December 31st of the 
same year. White’s defense consisted in substance in saying that he took 
the facts which he put into the statements either from the books of the 
Bankers Company and of other associated companies, or from what was 
told him by Gaffeney, Jeffrey and others of the accused who were managing 
the business. The prosecution did not show that any of these men had let 
White know the falsity of the books or of anything they told him; but 
rested its case upon the inference that an accountant of White’s experience 
and intelligence could not have let so much irregularity pass without becom- 
ing aware that it was a cover for fraud. The first point upon this appeal is 
therefore whether the cumulation of instances of false entries in the financial 
statements coupled with his explanation will support a finding of guilt. The 
other points are that the judge failed to tell the jury that they might bring 
in a verdict in favor of one of the defendants and against the others; that he 
shut out the testimony of an expert accountant called by the defense; and 
last, certain errors in the admissions of evidence. The first point is the most 
important, and requires some detailed examination of the more important 
items out of which the prosecution built its case. 


The Claim against Wisconsin Holding Company 


This item was a write-up for the year 1934 of a surplus of $8,238.78 
entered in the first financial statement. This surplus was a claim due from 
the Wisconsin Holding Company to the Bankers Company upon its 
guaranty of the Bankers Company against loss on the sale of a parcel of 
real estate, which the Bankers Company had taken over at $29,238.78. The 
guaranty was that if the land should sell for less than $21,000, the Wisconsin 
Company would make up the difference, $8,238.78; the land was in fact sold 
for $18,000 and the guaranty therefore should have become due. In a letter 
dated June lst in reply to a letter of White of April 12th, a girl named 
Stapleton who acted as an officer of the Wisconsin Company answered that 
there was no such contract between the companies. However, another letter 
of the same date was also put in evidence which mentioned the guaranty 
and the security which the Bankers Company held against it; but it was 
possible for the jury to find that the date of this letter had been changed. 
Finally, a letter of June 28th was also put in which corrected the statement 
of the security as it had appeared in the letter of June Ist. Considering the 
extremely shadowy nature of the Wisconsin Company’s assets (as will 
appear later), the absence of any earlier evidence of the bargain, the neces- 
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sity of showing a surplus in the financial statement, the incorrect descrip- 
tion of the security in one letter of June Ist and the entire absence of any 
mention of the agreement in the other letter of that date, the entry rested 
upon a strangely insecure basis, and even if he had reason for believing that 
there was such an agreement, it is hard to suppose that White thought the 
account really collectible. 


Entry of Deferred Expenses in all the Financial Statements. 

White entered as an asset in all three of his statements outlays of the 
City Bank, all of whose shares were held by the Bankers Company, for 
salaries, telephone, stationery and other such charges. One, Hillis, an 
official of the bank, had refused to do this until White and Gaffeney per- 
suaded him. White added an explanation of this item in all the statements, 
saying that they were for “promotion expenses,” but without analyzing 
them. The City Bank had been organized in 1933, and it is somewhat 
questionable whether it ought to be credited with “promotion expenses” as 
late as 1936; but, that aside, a jury might have found it bad accountancy to 
include its “promotion expenses” as an asset of its shareholder or to consider 
the expenses which were in fact so described as “promotion expenses” at all. 


Accounts of Doctors Gross. 


Toward the end of 1935 the Bankers Company bought for $2,000 accounts 
of the face value of $8,023 against the patients of two doctors named Gross. 
Shortly thereafter, at the instance of Gaffeney, White entered in the journal 
of the company an increase in value of these accounts of $5,020.12 which, 
together with the amount paid, amounted to 8714% of their face. In his 
financial statement for the year 1935, at page 14 of the prospectus of August, 
1936, this write-up appeared as “Profit on purchase of accounts receivable,” 
and on page 13 the reserve of 1214% appeared as a deduction from “Other 
accounts receivable purchased outright.” This would have been wholly 
deceptive except for a note on page 16, which gave Gaffeney as authority 
for the statement that he had “already established the collectibility of the 
accounts receivable purchased outright to the extent of 8714% of their face 
value.” Apparently accountants differ as to entering unrealized profits, and 
we do not say that it was fraudulent so to state them; but White was a very 
credulous accountant if he believed that accounts bought for only a quarter 
of their face really had a value of seven-eighths of it. 


Delaware Power & Light Accounts. 


These entries were of two kinds: the “Purchased Accounts,” and the 
“Collection Accounts.” The first were a genuine purchase for which the 
Bankers Company paid $20,000 to the Delaware Power & Light Company, 
though they succeeded in collecting only $8,500. Very shortly after these 
accounts were bought the Bankers Company entered into a contract with 
City Bank by which it assigned them all to the bank in exchange for $22,000 
of gold notes of which the State Banking Department of Delaware required 
the bank to get rid. This agreement was that after the bank had collected 

22,000 on the accounts, all else should go to the Bankers Company. In 
the statement for December, 1935 White entered the accounts as an asset 
of the Bankers Company of a net value of $13,241.33, which figure he 
obtained by putting them down at $73,950.19, and setting up reserves of 
$60,708.86. He did not mention the agreement or any rights of City Bank, 
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which he excused because although he had seen the agreement he did not 
know whether the bank had ever turned over the consideration, i.e. the gold 
notes. It is impossible to justify this course, for $22,000 of the accounts 
belonged to the bank even if it had not turned over the gold notes; the 
agreement would still have continued in existence and the Bankers Com- 
pany could have been compelled to transfer the accounts whenever the 
bank chose to perform. Furthermore, White knew that the bank had been 
collecting some of the accounts, and further that it had credited some of 
the collections against other accounts. Therefore, not only was the bank 
acting as an owner, but it was depriving the Bankers Company of a credit, 
because it was entitled to all that remained after $22,000 had been collected. 


The “Collection Accounts” were a mere fiction of Gaffeney. He appar- 
ently did have an agreement with Mackie, the comptroller of the Delaware 
Company, by which if one of its customers borrowed money of the Bankers 
Company, that company would deduct from the amount lent the amount of 
the account due and remit it to the Delaware Company, in this way becom- 
ing a kind of collection agent. White did not learn of this apparently, for 
he swore that Gaffeney told him that he had made an agreement with 
Delaware Company covering $300,000 of its accounts by which, whoever 
collected them, the Bankers Company should have one-third of the collec- 
tions. Gaffeney did not pretend that there was any written contract to that 
effect, and it is difficult to see any inducement in it to Delaware Company, 
for apparently the Bankers Company was not to advance any money or 
even do all the collecting, though perhaps that is to be implied. Again, it 
required a credulous accountant to accept such a story. 

Using these two contracts—“Purchased Accounts” and the apocryphal 
“Collection Accounts”—as his excuse, White made two entries as of June 
30, 1936 in the journal of the Delaware Company, crediting it with $12,120. 
This he explained by saying that Gaffeney had estimated that on the “Pur- 
chased Accounts” the company’s one-third would amount to $4,120, and 
on the “Collection Accounts” to $8,000. He supplemented these entries on 
December 31, 1936 by another entry of $5,500, estimated apparently only 
on the “Collection Accounts.” These two figures made up an item of $17,620 
which he put into the financial statement as of December 31, 1936, under 
the heading “Collection fees due from vendors of accounts receivable on 
estimated collections received and retained by them.” Once more his excuse 
was that he believed Gaffeney ; but, at least as to the “Collection Accounts,” 
a positive bit of evidence contradicted him. On March 12, 1936 he wrote 
to the Delaware Company, asking as of December 31, 1935 for any accounts 
between itself and the Bankers Company. The fourth of his inquiries was: 
“Any agreement between you in addition to the agreement under which 
certain accounts receivable aggregating $80,708.86 were sold by you to 
them ?”; and the fifth was: “Any transactions between you not specifically 
requested above?” On April 10, 1936 Mackie answered both these ques- 
tions, “None.” White appears to have realized that this did not quite match 
with Gaffeney’s story, and he swore that he asked Gaffeney about it, but 
was content to be put off with what should have been the very unsatisfac- 
tory explanation that he was not to press the inquiry further because it 
might antagonize the Delaware Company. 


Notes receivable on December 31, 1936. 


In his statement as of December 31, 1936 White stated that the Bankers 
Company held $114,645.13 notes receivable. Nearly $70,000 of these were 
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not signed until the spring of 1937, over $30,000 were notes of officers or 
employees of the company, and nearly $30,000 were over one year old and 
no collections had been made on them. He set up no reserve for any of 
them, nor did he add any comment to show that they were not all received 
in due course of business. This was extremely misleading when one remem- 
bers that the natural understanding of such an entry was that these were 
notes of small borrowers, such as the company’s business would naturally 
produce. 


Claims against the Wisconsin Holding Company and the 
Brandywine Bulletin. 


The books of the Bankers Company showed claims against the Wiscon- 
sin Holding Company for services rendered. Thus, there was an entry as 
of December 31, 1935 of $9,485, and on June 30, 1936 another entry of 
$3,765.20. Again, for the six months ending December 31, 1936 there was 
an entry of $9,500. Assuming that there could have been any services 
actually rendered to this company, it is hard to see how White could have 
thought the accounts of any value; for at that time it had no other asset 
than the shares of the Bankers Company. Had White known this, obviously 
it would not have been honest to put in the claim without some notation. 
He swore that he did not know what were its assets, but, as usual, that he 
relied upon Gaffney. But he did know that at most it could only have been 
the mere shell of a company, managed in the office of the Bankers Company, 
and he also knew that the confirmations of the account, when he asked for 
them, came from the girl Stapleton; and that when at his demand book 
accounts were changed into negotiable notes, it was she who signed them. 

He also put among the assets in the statement of December 31, 1936 
eight notes aggregating $8,053.60 of the Brandywine Bulletin, one given 
for services rendered and the others for loans. The Bulletin published a 
magazine in the office of the Bankers Company, which had no subscribers 
and was gratuitously distributed, though it did carry advertisements from 
which we may assume that it had some income. However, Gaffney had 
bought it for $150 in December, 1935, Stapleton was apparently in charge 
of it, and it was highly improbable that it could respond for so substantial 
an amount. 


The Gaffeney interim account and promotion expenses. 


Gaffeney repeatedly took money out of the Bankers Company in most 
irregular ways and never accounted for any of it. White entered these with- 
drawals as capital expenses, his explanation being that he trusted what 
Gaffeney said about it. Perhaps so, but it was a very irregular method of 
business, and offered a convenient way to cover up these thefts which were 
actually taking place. 

It is true that all these instances, taken singly, do not prove beyond 
question that White knew that the statements which he prepared were 
padded with false entries; but logically the sum is often greater than the 
ageregate of the parts, and the cumulation of instances, each explicable 
only by extreme credulity or professional inexpertness, may have a proba- 
tive force immensely greater than any one of them alone. White, upon his 
own showing, was being continually asked to put into his statements items 
which the jury might have found were not good accounting, and was con- 
tinually accepting statements of Gaffeney which were on their face sus- 
picious. We do not say that his guilt was demonstrated, but enough was 
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proved to subject him to the hazard of a verdict; faced with the choice of 
finding him a knave or a fool, we cannot say that the jury was bound to 
acquit him; fair men might have had no compunction in refusing to believe 
that he was so credulous or so ill acquainted with his calling as a finding 
of innocence demanded. 

The judge’s charge as to the jury’s power to bring in separate verdicts 
was adequate; he told them that their “verdict * * * should be as to each 
defendant separately and as to each of the nineteen counts. Your verdict 
should be guilty or not guilty as you may find.” How they could have 
failed to understand that they might find “each defendant separately” guilty 
or not guilty we cannot understand. 


The judge’s exclusion of the opinion of an expert accountant called by 
the defense to meet the testimony of Hynan, the prosecution’s expert, is 
more serious. Hynan had said that in making up the financial statements 
White used poor accounting methods, or had made up his own statements 
in other ways, which came to the same thing. Obviously, answering testi- 
mony was vital to the defense ; the denials of the accused are at best a feeble 
reed and the only effective answer which could here be made was the testi- 
mony of a fellow accountant. Nevertheless, as the matter came up, we think 
that White was not deprived of any substantial right. After the account- 
ant had been qualified as an expert he was asked whether, based on what 
he had heard of White’s testimony in court, and upon his examination of 
the financial statements, they had been “set up according to recognized 
accounting principles.” The judge sustained an objection to this, at first 
because the question was “wholly immaterial.” ‘If he had adhered to that 
position we should have had no choice but to reverse the conviction; but 
he did not do so. When White’s counsel said that he understood that “one 
of the issues * * * is whether or not Mr. White followed accounting 
principles” the judge at once assented, but added that the question had 
not been well framed, and that if the counsel wished to put a hypothetical 
question he might do so “stating what facts that you think have been 
established.” After further colloquy he added: “You may put a hypotheti- 
cal question, if you can frame one that is proper.” The counsel answered 
that he could not do this and concluded that he would address himself to 
“specific matters.” He then put two questions asking the witness’s opinion 
as to whether it was proper for an accountant to write up books which 
had not been posted to date; and the judge again declared that the inquiry 
was “not relevant,” in which again he was wrong. The counsel then made 
a third effort by asking whether it was proper for an accountant to rely 
upon statements of the officers of a company whose financial statement he 
was preparing. This time the judge declared that he would allow the ques- 
tion if it incorporated “the testimony that you think has been established,” 
and later suggested that the witness be withdrawn and that a proper 
“hypothetical question” be framed. The counsel declared that he would 
“like to follow that helpful advice,” and after some further irrelevant talk 
withdrew the witness. That was on Wednesday and although the evidence 
was not closed until Friday, White’s counsel made no effort to prepare the 
hypothetical question. 

From all this it appears that the judge meant no more than to insist upon 
the conventional form of hypothetical question into which is incorporated 
by way of preamble all the evidence on which the opinion is formed. It is 
of course necessary that at some stage and in some way it shall appear 
that the witness is basing his opinion only upon evidence in the case, but 
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the conventional form, however right in logic, is the worst way to accom- 
plish that result; it is a custom more honored in the breach than in the 
observance, and its “abuses have become so obstructive and nauseous that 
no remedy short of extirpation will suffice.” Wigmore #676. There was 
no reason why any of the questions in the case at bar should have been 
excluded; it was far more convenient to take the answers and leave to 
cross examination the detection of anything not in the evidence on which 
the witness had relied. Indeed it is impossible in the case of the last two 
questions to see how they could have been helped by any preamble; they 
were complete in themselves. Nevertheless, the rulings did not more than 
impose a needlessly cumbersome burden upon the defense; they did not 
deprive it of any substantial right. And indeed that is how the counsel 
understood them, for not only did he not except, but he did not indicate in 
any other way that he meant to challenge their correctness. Rather he 
seemed to be debating whether it was worthwhile to comply with the judge’s 
requirement. 

Finally, the accused complains of four instances in which proper ques- 
tions were ruled out, and of one instance when the judge made an unfair 
comment. The last rests upon a misapprehension of what he said; he was 
merely explaining the testimony of Hynan, the prosecution’s witness. 
As to the questions, although all four should have been allowed, it would 
be absurd to treat the errors as ground for reversal. No judge in so extended 
a trial can avoid an occasion ruling that on reflection he will see to have 
been wrong; but, unless they cut off some really substantial aspect of the 
truth, or let in too distracting issues, they are not important. And in this 
connection we wish to suggest that the disposition to rule out evidence 
because it offends against some canon of the law of evidence is to be dis- 
couraged ; admission seldom does any harm, while exclusion often proves 
extremely embarrassing in sustaining a judgment fundamentally just. 


Judgment affirmed. 
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By the Committee on Accounting Procedure 
AMERICAN INSTITUTE OF ACCOUNTANTS 


Accounting for Special Reserves 
Arising Out of the War 


Reserves Considered in This Bulletin 


The reserves considered in this bulletin 
are limited to those which are provided as 
a result of the present war and which 
would not otherwise be required. While 
other accounting problems arising out of 
the war are referred to, the bulletin is 
primarily concerned with the treatment of 
such reserves in the financial statements 
of organizations which are substantially 
engaged, directly or indirectly, in produc- 
tion for war purposes, or are materially 
affected by conditions growing out of the 
war. 

Summary Statement 

(1) The committee has previously stated 
in effect! that it is plainly desirable to 
provide, by charges in the current income 
statement, properly classified, for all fore- 
seeable costs and losses applicable against 
current revenues, to the extent that they 
can be measured and allocated to fiscal 
periods with reasonable approximation. In 
applying this principle to special reserves 
for war costs and losses, experience dur- 
ing and following the first world war and 
recent well-defined social trends should be 
taken into account. 

The charges for which the reserves have 
previously been created should be applied 
against the appropriate reserves, and any 
unused portion thereof should be dealt 
with in accordance with general practice 
relating to corrections of estimates made 
in prior years.} 

(2) Where reserves are created for pos- 
sible war costs and losses the amount of 
which is not presently determinable and 
which do not come within paragraph (1), 
the committee suggests that the provision 
be shown in the income statement as a 
deduction from the income for the period 
computed on the usual basis. The pur- 
pose and amount of such reserves should 
be shown as clearly as possible in the 
financial statements. 

When the costs and losses of this na- 
ture are later determined they should be 
brought into the income statement, but it 
is desirable that this should be done in 
such a way as not to obscure the results 
for the period then current. 


(3) Where reserves of the second group 
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(paragraph (2) above) are relatively large 
it may be undesirable to use the term “net” 
income in relation to any figure in the 
income statement of either the period in 
which the reserves are made or the period 
in which the costs or losses are ascertained 
and brought into account. In such cases, 
the following procedures might well be 
adopted: 


I. In the period in which the reserves are 
created: 

(a) Prepare the income statement to 
show the balance of income remain- 
ing after providing for all reason- 
ably determinable costs and losses 
as required in (1) above. 

(b) Deduct from such balance provi- 
sions coming within the scope of 
(2) above. 

(c) State the remainder as the amount 
of income transferred to earned 
surplus. 


.In the period in which the costs or 
losses are determined and brought into 
account: 

(d) Prepare the income statement to 
show the balance of income re- 
maining after providing for all 
reasonably determinable costs and 
losses of the period then current. 

(e) Show as separate charges in the 
income statement those items re- 
lated to prior periods for which 
provision was made in I(b) above. 

(f) Show, as a credit in the income 
statement, a transfer from the re- 
serves created under I(b) above to 
the extent that they have been ap- 
plied against the items in II(e) 
above. 

State the remainder as the amount 

of income transferred to earned 

surplus. 

(4) It is not permissible to create re- 
serves for the purpose of equalizing re- 
ported income, Reserves for the purpose 
of dividend equalization may be provided 
only by charges against earned surplus; 
no ‘charges may be made thereagainst ex- 
cept for dividends or for transfers back 
to earned surplus. 


Nai 


LS 


Discussion 

The object of this bulletin is to present 
recommendations for meeting war condi- 
tions in a manner consistent with account- 
ing principles previously este iblished. The 
existing situation presents in acute form 
the problem of reconciling two basic ac- 
counting objectives: “first, that of bring- 
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ing charges as nearly as may be into the 
same accounting period as the revenue 
against which they are fairly applicable, 
and secondly, that of basing accounting 
entries as far as possible on objective evi- 
dence or on estimates of a reasonably 
definitive character. In general, the com- 
mittee believes that the first of these ob- 
jectives should be regarded as the more 
essential; but this conclusion does not 
warrant the presentation of figures in 
which amounts determined with a reason- 
able degree of accuracy and in accordance 
with accepted accounting principles are 
combined indistinguishably with others 
representing mere conjecture. 


Limitations of Current Financial 
Statements 


While many items in financial state- 
ments are determinable with substantial 
accuracy, others involve estimate or ap- 
proximation and require the exercise of 
informed judgments within a compara- 
tively wide range of reasonableness. There 
is increasing recognition of the fact that 
the significance of periodic financial state- 
ments is limited accordingly. The tenta- 
tive character of such statements is ac- 
centuated under war conditions because 
of the change in methods of doing busi- 
ness and because accounting measure- 
ments are largely dependent on the course 
and duration of the war. Current financial 
statements are, therefore, necessarily less 
indicative of such things as earning capa- 
city, ability to pay taxes, and capital value 
than statements prepared under normal 
conditions. 

This committee has in the past® empha- 
sized the dangers of attaching undue im- 
portance to a single figure such as “net 
income per share.” It feels that today the 
danger is so great as to make undesirable 
in many cases the presentation of a figure 
designated without qualification as net 
income. Suggestion is therefore made of 
the special form of income presentation 
set forth in paragraph (3) of the Sum- 
mary Statement. It is recognized that 
other procedures may be desirable, in the 
judgment of management and the inde- 
pendent auditor, to reflect the circum- 
stances peculiar to various types of busi- 
ness enterprises or further changes in busi- 
ness conditions. 

The committee has also recommended* 
extension of the practice of including com- 
parative statements in the annual reports 
of corporations. Under existing condi- 
tions, with pronounced changes in the 
nature of business transactions and other 


altered circumstances, in many cases cur- 
rent statements of income may not be 
fairly comparable with those of prior 
periods; it may be desirable to emphasize 
the lack of comparability in the presenta- 
tion of financial statements in such cases. 


Special War Reserves 


An appendix to this bulletin contains a 
list of typical items for which reserves 
may be needed. Corporate management 
and accountants should give careful con- 
sideration to these and similar items in 
order to decide upon the necessity or ad- 
visability of providing therefor. 

In its first bulletin, the committee said: 
“The test of the corporate system and of 
the special phase of it represented by cor- 
porate accounting ultimately lies in the 
results which are produced. These re- 
sults must be judged from the standpoint 
of society as a whole—not from that of 
any one group of interested parties.”5 On 
the basis of experience in and after the 
first world war and with the expectation 
that there will be similar adjustments and 
dislocations of business after the present 
war, the utilitarian concept of accounting 
should prompt accountants and others to 
encourage the establishment of special 
reserves for costs and losses arising out 
of the war. 

Recognition of the necessity of such 
reserves is important, not only in the in- 
terests of the business enterprise, but in 
the interest of the national economy as a 
whole. The government might well take 
account of this fact in its fiscal policies 
generally and in respect of taxation. It 
would be wise on the part of the govern- 
ment to give consideration to the recogni- 
tion of provisions of this kind as deduc- 
tions in the determination of taxable in- 
come, subject to necessary safeguards in 
regard to the ultimate disposition thereof. 
Such a policy would tend to make taxable 
income more nearly reflect real income, 
since these reserves are intended to give 
recognition to costs and losses related to 
the war period which are real, though in 
many cases they cannot now be definitely 
measured. 

It is to be noted that reserves for many 
of the items listed in the appendix have 
the effect of reducing the stated amount 
of fixed assets, while other items, such as 
restoration of facilities or separation allow- 
ances, will require expenditure of funds in 
the future. It should be emphasized that 
the creation of reserves for items of the 
latter kind does not, of itself, provide 
funds to meet the expenditures. Such ex- 


3 Accounting Research Bulletin No. 8, p. 64. 


* Accounting Research Bulletin No. 6. 


5 Accounting Research Bulletin No. 1, p. 1. 
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penditures can be made only from funds 
of the corporation available at the time. 
The creation of the reserve serves an 
essential purpose, however, in indicating 
the necessity of conserving assets rather 
than paying dividends. 


Accounting Treatment of Special 
War Reserves 


The committee has stated that “over 
the years it is plainly desirable that all 
costs, expenses, and losses of a business, 

. be charged against income.’’® Apply- 
ing this principle to present-day condi- 
tions, war-time revenues should be charged 
with all reasonably determinable costs and 
losses fairly applicable thereto. Specific 
charges in the income statement should, 
however, have a reasonable basis of meas- 
urement and of allocation to fiscal periods. 
It will be difficult in some cases to follow 
this general rule in view of the uncertainty 
as to the duration of the war and the 
course of post-war adjustment. Much will 
depend on the judgment of the manage- 
ment in the circumstances of each particu- 
lar case, and margins of error will doubt- 
less be greater than in normal times. 

While no attempt is made in this bulle- 
tin to classify specific reserves, they fall, 
for accounting purposes, into two groups: 
(a) those reserves or parts of reserves 
which must be provided in order to con- 
form to accepted principles of accounting, 
and (b) those additional reserves or parts 
of reserves created in the discretion of 
management as a matter of conservative 
business administration, but which are not 
presently determinable within the limits 
necessary for definitive accounting state- 
ment. 

Reserves for such items as accelerated 
depreciation and accelerated obsolescence, 
amortization of emergency facilities, and 
deferred maintenance, will ordinarily fall 
in the first group. Reserves for such items 
as separation allowances to employees 
(where there is no legal obligation to make 
payment or no established policy) and 
losses due to excess capacity after the war 
will ordinarily fall in the second group. 
Some reserves may fall in part in each 
group. Doubts as to proper classification 
should be resolved in favor of inclusion 
in the first group. 

Items in the first group should be de- 
ducted in arriving at any figure described 
as net income; items in the second group 
should be shown as extraordinary deduc- 


tions from net income. If the alternative 
recommended in paragraph (3) of the 
Summary Statement is adopted, items in 
the first group should be treated as pro- 
posed in I(a) thereof; items of the second 
group should be shown as in I(b) thereof, 


Disposition of Reserve Balances 

Charges, in the case of reserves of the 
first group mentioned above, should be 
made against the reserves and any unre- 
quired balance should be included as a 
separate item in the income statement 
after operating profits or, in exceptional 
cases,’ as a credit to earned surplus. Charges 
against reserves of this kind should be 
limited to those for which the reserves 
were provided. 

Charges, in the case of reserves of the 
second group, should ordinarily be shown 
in the income statement according to the 
usual rules of classification, and an equiva- 
lent amount of the reserve shown as an 
extraordinary credit. Any unrequired bal- 
ances should be transferred to earned sur- 
plus. Where charges of this kind are rela- 
tively large, the accounting procedure may 
well be such as is indicated in paragraph 
(3) of the Summary Statement. 


Equalization Reserves 


It has long been established in account- 
ing that reserves may not be used for the 
purpose of arbitrarily equalizing the re- 
ported income of different accounting pe- 
riods. Reserves for dividend equalization 
have no relation to the determination of 
income, and such reserves should be 
created only by charges to earned surplus. 
No charge may be made thereto except 
for dividends or for amounts returned to 
earned surplus. 


Appendix 


Purposes FoR WHICH RESERVES 
May Be ProvipEp® 


(1) Accelerated depreciation of facilities 
as a result of intensive use and of 
operation by less experienced per- 
sonnel. 


Accelerated obsolescence of facilities 
due to intensive research during the 
war in an effort to increase produc- 
tive efficiency. 


Amortization of the cost of rearrange- 
ment and alteration of existing facili- 


~ 
bdo 
ww 


(3 


wm 


6 Accounting Research Bulletin No. 8, p. 64. 


7 Accounting Research Bulletin No. 8. 


8 This list suggests certain costs and losses arising out of the war for which reserves 
must or may be provided, as discussed in this bulletin. It does not include all such costs 
and losses, and no attempt has been made to distinguish the items for which provision 


is discretionary. 
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ties which will probably be rear- 
ranged in the post-war period. 
| 


Amortization of the cost of additional 


facilities acquired, the usefulness of 
which is expected to be substantially 
reduced at the termination of the 


war. 


‘a 





Losses which may be sustained at the 
end of the war in the disposal of in- 
ventories useful only for war pur- 
poses, or in the adjustment of pur- 
chase commitments then open, in- 
cluding any amounts which may be 
paid for the cancellation of such com- 
mitments. 


wn 


(6) Losses which may be sustained in 
the disposal of inventories not neces- 
sarily applicable to war production, 
due to decline in the price level, 
which, on the basis of past experi- 
ence, usually follows a pronounced 
rise in prices. 


(7) Repairs and maintenance deferred as 
a result of pressure for war produc- 
tion. 

(8) Restoration or alteration of facilities 


to peacetime production at the end of 
the war, if it is reasonable to assume 
that such restoration or alteration 
will then be made. 


(9) Separation allowances which may be 
paid to employees who are discharged 
at the termination of ae war. 

(10) Losses from destruction of property 
as a result of the action of armed 
forces or from seizure thereof by the 
enemy. 


Decline in the useful value of plant 
and equipment due to excess capacity 
resulting from war construction 


The statement entitled “Accounting for 
Special Reserves Arising Out of the 
War” was adopted by the assenting votes 
of twenty members of the committee 
One member did not vote. 


Accounting Research Bulletin No. 14 
By the Committee on Accounting Procedure 
AMERICAN INSTITUTE OF ACCOUNTANTS 
Accounting for United States 
Treasury Tax Notes 


This bulletin deals with the reporting of 
United States Treasury Tax Notes in the 
balance sheet of the purchaser. 


1942 


Summary Statement 


(1) The usual procedure of showing the 
notes in the current asset section of the 
balance sheet is obviously proper, and 
especially should they be so shown if, at 
the date of the balance sheet, or at the 
date of the report of the independent audi- 
tor, there is evidence of intent to use the 
notes for other purposes or if such presen- 
tation is required under accounting defi- 
nitions of applicable bond indentures or 
preferred stock agreements, 


(2) Since the tax notes were presumably 
purchased with the intent that they be used 
for the payment of federal income and ex- 
cess profits taxes, it is also good account- 
ing practice that they be shown as a de- 
duction from the accrued liability for such 
taxes in the current liability section of the 
balance sheet. The full amount of the ac- 
crued liability should be shown, and the 
tax notes should be deducted therefrom in 
an amount equal to their tax payment 
value at the balance-sheet date. 

DISCUSSION 

United States Treasury Tax Notes, Tax 
Series A-1943 and B-1943, have been au- 
thorized and issued under a “Tax Savings 
Plan” for the stated purpose of making it 
easier for taxpayers to meet the increasing 
taxes required by the National Defense 
Program, Taxpayers may purchase the 
notes while income is accruing for use as 
a medium of payment of the income and 
excess profits taxes subsequently falling 
due. The notes are issued in the name of 
the purchaser; they cannot be transferred 
or used as collateral. They may be re- 
deemed at the purchase price on or before 
maturity; no advance notice of redemption 
is required as to Series A while Series B 
may be redeemed sixty days after date of 
issue on thirty days’ notice. After three 
months from date of issue, but not before 
January 1, 1942, the notes may be surren- 
dered by the purchaser to a collector of 
internal revenue in payment of current or 
back federal income and excess profits 
taxes. The tax-payment value increases, 
beginning January 1, 1942, from month to 
month to maturity. 

The plan under which the notes are 
issued is designated by the United States 
Treasury Department as a “Tax Savings 
Plan”; the purchase of such notes is, as 
a practical matter, a temporary investment, 
at a low yield, in securities which are de- 
signed to be used as tax-paying media. It 
is clearly proper that they be treated like 
any other temporary investments and that 
as such they be shown in the current asset 
section of the balance sheet. 

In making the purchase it is obviously 
the intention of the purchaser to use the 
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notes to pay the taxes since he receives 
no interest or other advantage unless the 
notes are so used; some purchasers will 
doubtless view the transaction as being, to 
all intents and purposes, an advance pay- 
ment of the tax. On the basis of this prac- 
tical aspect of the situation, and in the ab- 
sence of evidence of a contrary intent, or 
requirements under applicable bond inden- 
tures or preferred stock agreements, it is 
permissible, and in accordance with good 
accounting practice, that the notes be shown 
in the current liability section of the bal- 
ance sheet (to the extent of the accrued 
liability for such taxes) as a deduction 
therefrom. The full amount of the accrued 
liability should be shown with a deduction 
for the tax payment value of the notes at 
the date of the balance sheet. 


Having purchased the notes for the pur- 
pose of discharging his tax liability, it is 
possible that the purchaser may, as a re- 
sult of changed circumstances, decide to 
use the notes for other purposes. In this 
situation, i.e., if at the date of the balance 
sheet or at the date of the independent 
auditor’s report, there is evidence that the 
original intent has been changed, the notes 
should be shown in the current asset sec- 
tion of the balance sheet. In addition, the 
notes should be so shown if required under 
applicable bond indentures or preferred 
stock agreements, 


It is a general rule of accounting that 
the offsetting of assets against liabilities 
in the balance sheet is improper and it is 
recognized that the purchase of the tax 
notes is not, technically, a payment or dis- 
charge of the tax liability. It is not in- 
tended that the permissible accounting pro- 
cedure of showing the notes as a deduction 
from the tax liability is to be interpreted 
as in any way relaxing or modifying the 
general rule against offsetting. However, 
if accounting is to be of maximum useful- 
ness in the conduct of business, recogni- 
tion must be given to the practical aspect 


of the situation. On this basis the purchase 
of the notes may be treated as in substance 
a prepayment of the tax. The deduction 
from the tax liability is permissible because 
of the peculiar circumstances attendant 
upon the purchase of the notes, and is not 
to be construed as warranting offset ac- 
counting in other situations. 

So long as it is the intent of the pur- 
chaser to use the notes in payment of the 
tax they should be shown at their tax-pay- 
ment value. The increment should be re- 
flected as interest in the income statement 
but it is not intended that this recom- 
mendation be interpreted as in any way 
relaxing or modifying the general rule 
against recognition of income based on 
mere intent. Ordinarily this increment 
would be relatively immaterial so that the 
purchaser may defer recognizing it as in- 
come until the notes are applied in pay- 
ment of taxes due. Where there is evi- 
dence of changed intent they should be 
stated at the purchase price, i.e., the sur- 
render value. 


The statement entitled “Accounting for 
United States Treasury Tax Notes’ was 
adopted by the assenting votes of eigh- 
teen members of the committee. One 
member, Mr. Paton, assented with quali- 
fication. One member, Mr. Winter, dis- 
sented. One member did not vote. 


Mr. Paton qualifies his assent with the 
opinion that the bulletin should state defi- 
nitely that the inclusion in assets is the 
preferred practice and that treatment as 
offset to accrued tax liability is permissible 
only where there is clearly no danger of 
resulting misunderstanding with respect to 
financial position. 

Mr. Winter dissents on the ground that 
he finds nothing in the present problem 
to warrant a departure from the generally 
accepted rule of accounting that the off- 
setting of assets against liabilities in the 
balance sheet is improper. 





United States Defense Savings Bonds Are 
THE BEST INVESTMENT 
in the World Today 
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Securities and Exchange Commission Release 


Securities and Exchange 
Commission 


Accounting Series Release No. 30 
January 22, 1942 


To avoid any possible interruption in the 
production or delivery of war materials, 
the Securities and Exchange Commission 
today announced the establishment of a 
liberalized policy with respect to its re- 
quirements regarding physical inventory 
verification by independent public account- 
ants. 

Where the customary taking of inven- 
tory (including observance or test-check- 
ing by auditors) would curtail production 
of war materials, such procedures may be 
omitted so long as all reasonable and 
practical alternative measures are taken by 
the company and its independent public 
accountants to assure the substantial fair- 
ness of inventory amounts stated in the 
financial statements and proper disclosure 
is made. 

Whenever inquiries on this point have 
been received from registrants engaged in 
the production of war materials, it has 
been the policy to discuss with the regis- 
trant and its accountants the extent to 
which normal procedures may be followed 
without curtailment of production, and the 
extent to which it is reasonable and prac- 
ticable to employ alternative procedures or 
to extend other normal procedures with a 
view to obtaining the most satisfactory 
possible determination and review of in- 
ventory amounts. Through the use of ex- 
tended or substitute procedures, it has 
ordinarily been possible in these cases, for 
the independent public accountants to 
satisfy themselves as to the substantial 
fairness of the inventory amounts and thus 
to express their opinion without taking 
exception to the substantial fairness of the 
representations as to inventories, although 
their certificate indicated the extent to 
which the normal auditing procedures of 
observation or test-checking of the inven- 
tory had not been employed. 

On the basis of such conferences and 
correspondence where full disclosure of 
the circumstances has been made in the 
financial statements and certificates, no 


objections have been raised to the omis- 
sion of normal procedures with respect to 
statements for the current reporting 
period of companies engaged in the pro- 
duction of war materials. 

The following statement of procedure, 
prepared by William W. Werntz, Chief 
Accountant, will be of assistance to regis- 
trants and their accountants faced with cir- 
cumstances which make it necessary to 
curtail or omit certain normal auditing 
procedures as to inventories in order to 
avoid delay in production and delivery of 
war materials: 

“The taking of an inventory has always 
been considered an important part of the 
accounting of a corporation in reporting 
its position and the results of its opera- 
tions. Observation of the taking of inven- 
tory or the test-checking of the inventory 
has for some time been recognized as a 
normal procedure to be followed by inde- 
pendent public accountants in audits made 
for the purpose of expressing their pro- 
fessional opinion as to whether the finan- 
cial statements fairly reflect the financial 
position of a company and the results of its 
operations in accordance with generally 
accepted accounting principles and prac- 
tices applied on a basis consistent with 
that of the preceding year.© Under para- 
graph (b) (i) of Rule 2-02 of Regulation 
S-X, failure to employ any procedure gen- 
erally recognized as normal must be dis- 
closed and the reasons for such omission 
given. Paragraph (b) (ii) of such rule fur- 
ther calls for a representation as to 
whether the audit was made in accordance 
with generally accepted auditing standards 
applicable in the circumstances. Failure to 
employ the procedure under discussion 
would, where inventories were of material 
amount, necessitate an exception to any 
positive statement that such standards had 
been observed.® The existence of such an 
exception, moreover, would make the certi- 
ficate subject to the citation of a deficiency 
in respect thereto. It may also be noted 
that it is generally recognized that where 
an exception is sufficiently material to 
negative the expression of an opinion as to 
the fairness of the presentation made by 
the financial statements, the auditor should 
refrain from giving any opinion at all.© 


® See Securities and Exchange Commission, Report on ie page err ny In the Matter 


of McKesson & Robbins, Inc. (1940), particularly pp. 399 ff. 


; Testimony of Expert 


Witnesses In the Matter of McKesson & Robbins, Inc. (1939), ‘pp. 38 ff., 150 ff., 199 ff., 
250 ff., 295 ff., 348 ff., 405 ff., 460 ff., 512 ff., 564 ff., and 608 ff. For a statement of present 
practice see American Institute of Accountants, Statements on Auditing Procedure, 
Bulletins No. 1 (October 1939) and No. 3 (February 1940). 

® See Accounting Series Release No. 21, p. 3 (February 5, 1941). 

® See, for example, American Institute of Accountants, Statements on Auditing 
Procedure, Bulletins No. 2 (December 1939) and No. 8 (September 1941); and Rule 5 
of the Rules of kt ae ot Conduct of the American Institute of Accountants as 


revised and adopted January 6, 1941. 
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“Under present circumstances, however, 
it may in particular cases be impossible to 
take a satisfactory physical inventory 
without interruption of the production and 
delivery of war materials. It may also be 
impossible for the independent accountants 
to have such physical contact with the in- 
ventory as normal auditing procedure calls 
for. Where the book inventory records 
provide sufficient control over inventories, 
a temporary cessation of the periodic com- 
parison with the physical stocktakings 
would ordinarily be less serious than 
where book records are inadequate or lack- 
ing. However, it is clearly in the public 
interest that as positive and effective sub- 
stantiation of the inventory amounts be 
made as circumstances permit. The audi- 
tor by devising supplemental procedures 
based on the circumstances of the particu- 
lar case and by extending the scope of 
neabery canealases which do not require 
cessation of production should endeavor 
wherever possible so to satisfy himself as 
to the substantial fairness of the inventory 
amounts that his certificate, while indi- 
cating the omission of the normal proced- 
ure of observation or test-checking, need 
not contain an exception to the substan- 
tial fairness of the presentation of inven- 
tories 

“Where circumstances show that the 
observance of normal procedures with re- 
spect to inventories would result in in- 
terruption of production or delivery of 
war materials, it is the administrative 
policy of the Commission not to object to 
the omission, provided all reasonable and 
practical alternative and additional mea- 
sures are taken by the company and its 
accountants to support the substantial fair- 
ness of the amounts at which inventories 
are included in the financial statements 
and provided further that by means of a 
letter the company indicates the necessity 
for omitting such procedures, and the 
financial statements and accountants’ cer- 
tificate contain appropriate disclosures and 
representations. In the letter to the Com- 
Mission accompanying or preceding the 
annuai or other report, but not as a part 
thereof, the company should give the fol- 
lowing information: 


“(1) Its priority ratings and the extent 
to which the company is engaged 
in production of war materials, in 
terms for example of the propor- 
tion of inventories, production or 
other appropriate basis. 


“(2) A statement as to whether normal 
procedures in the taking of inven- 
tories are to be followed except 
where interruption to the produc- 
tion of war materials would result. 


“(3) The delay that would be caused by 
shutting down to take inventory. 
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“(4) A statement as to whether it is 
feasible or practicable for the 
particular company to take reason- 
ably accurate physical inventories 
while the plants are in operation or 
at times when the plants are shut 
down for other purposes. Such 
evidence would ordinarily include 
an indication of the number of 
shifts per day, the number of days 
worked per week or other standard 
period, and whether shut-downs as 
for repairs or rearrangements may 
be utilized for inventory taking. 

“(5) If at the time of the last physical 
inventory it was necessary to make 
significant adjustments in order to 
reconcile book and physical inven- 
tories, a summarized statement of 
the general nature and amounts of 
such adjustments. 


“Under the circumstances of cases of 
this kind Rule 2-02 of Regulation S-X re- 
quires, in my opinion, that the accountants’ 
certificate contain at least the following 
information: 

(a) A specific statement of the extent 
to which normal procedures as to 
physical inventories were omitted, 
indicating if such information is 
not given in the statements them- 
selves, the amount of inventories 
involved. 

“(b) A specific statement of the reason 
why normal physical inventory 
procedures were omitted, that is, 
because their observance would re- 
sult in a material interruption in 
the production of war materials. 


“(c) A specific statement as to the 
extent of the accounting records 
and controls as to inventories and 
as to whether the accountants con- 
sider them adequate. 

“(d) A description of the supplementary 
or extended procedures undertaken 
by the accountants in view of the 
absence of a physical inventory and 
the omission of normal auditing 
procedures in connection there- 
with. Such description need not be 
detailed beyond the point neces- 
sary to indicate the general nature 
and extent of the supplementary or 
extended procedures undertaken. 


“In many cases, it is probable that by 
means of their alternative and extended 
procedures the independent public ac- 
countants will have satisfied themselves 
as to the substantial fairness of the 
amounts at which inventories are stated, 
and in such case a positive statement to 
that effect should be made. In some cases 
it may be that, while the scope of pro- 
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cedures followed will not be such as to 


have so satisfied the accountants, they 
will be able to take the position that on 
the basis of the work done they have no 
eason to believe that the inventories re- 
flected in the statements are unfairly 
stated. 

“Of course, if the scope of the work 
done or the results obtained from the pro- 
cedures followed or the data on which to 
base an opinion are so unsatisfactory to 
the accountants as to preclude any ex- 
pression of opinion, or to require an ad- 
verse opinion, that situation must be dis- 
closed not only by an exception running 
to the scope of the audit, but also by 
means of an pag ace in the opinion para- 
graph as to the fairness of the presenta- 
tion made by the financial cia 
However, in such case, the company and 
its certifying accountants will be asked to 
furnish the Commission a statement show- 
ing that unusual circumstances exist which 


prevent the accountants from undertaking 


such additional procedures as would in the 


accountants’ judgment enable them to 
satisfy themselves as to the substantial 
fairness of the inventory amounts. Ordin- 
arily, such statements should be trans- 
mitted to the Commission in advance of 
filing. 

“The disclosure made in the financial 
statements and certificate will of course be 
subject to the usual review in the light of 
the Commission’s requirements and the 
circumstances of the particular case. It is 
implicit that, at the earliest opportunity, 
every reasonable effort will be made to 
take physical inventory, with normal ob- 
servation and test-checking by the certify- 
ing accountants, and that any practicable 
improvements in the accounting records 
and controls of inventory will be under- 
taken. Finally, it should be understood 
that waiver of objections with respect to 
the current annual report will not neces- 
sarily constitute a basis for similar action 
in respect of annual reports for subsequent 
years or statements filed in registrations 
for the sale of securities.” 





an American sailor’s 





a transfusion of blood, 


Somewhere... 


life has just been saved by 


collected by the Red 


Cross and put on his ship by the Red Cross. 


Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 
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Depreciation, Amortization, and 
Depletion 


By THE COMMITTEE ON FEDERAL TAXATION 


On January 19, 1942, at the Engineering 
Auditorium, the Society’ 's Committee on Fed- 
eral Taxation held the second of its monthly 
meetings designed for the purpose of enabling 
the membership to more fully participate in 
a discussion of federal tax problems. 

The general statement and discussion of 
the subject was prepared and presented by 
Francis P. Byerly. Questions, answers and 
comments presented by Peter Guy Evans and 
Vincent H. Maloney, of the Committee, have 
been interpolated in the relevant sections of 
the proceedings. 


Depreciation 

The straight-line method is most generally 
recognized for income tax purposes. There 
are, however, some variations in the 
method such as the use of individual rates 
for items or classes of equipment, and the 
composite rate for machinery and equip- 
ment on the entire plant. 

The theory has been that the taxpayer 
should adjust his depreciation rate from 
time to time if his experience or expecta- 
tions lead him to believe that the previous 
rates were improper, either too high or too 
low. Since 1934, when T.D. 4422 was 
issued, it has been the rule to estimate the 
remaining useful life at the end of the year 
on the basis of information available, and 
divide the result into the asset balance, 
thus getting a rate different from that 
formerly used. In practice this is not done 
annually, and the Bureau will deny too 
frequent adjustments. 

Accelerated depreciation under war con- 
ditions was widely discussed some months 
ago. Early in 1941, many companies asked 
whether they would be permitted to step 
up rates of depreciation because of war- 
time conditions, double shifts, longer 
hours, deferred repairs, and similar cir- 
cumstances. The Bureau indicated that 
there was opinion to the effect that if the 
company was on a straight-line basis, it 
could not change to one based on produc- 
tion or hours of use without getting the 
Commissioner’s permission, on the ground 
that the change would be a change in ac- 
counting method within the meaning of 
Regulations. Because of this, many tax- 
payers applied before March 31, 1941 for 
permission to change toa different method. 
In all such cases the reply from the 
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Bureau was a questionnaire asking for in- 
formation as to all types of equipment, and 
cost of machines, detail as to moving and 
stationary parts, how long the machine 
would last, whether repairs were charged 
to capital or income, etc.—a great deal of 
technical engineering detail which most 
companies considered impractical to an- 
swer. Later in the year the Bureau listened 
to individual cases and made some conces- 
sions to the taxpayer if the facts war- 
ranted, but it is too early to know what the 
3ureau’s general position will be. 


Question: Can a utility change from 
the retirement method to the straight- 
line method and if so, must it recalculate 
depreciation for prior years on the 
straight-line method? 





Answer: The answer to this question 
is now in the formative stage through 
various decisions. The prevailing ten- 
dency of the decisions is to permit no 
upset of the past. 

Question: Under what circumstances 
may a taxpayer, deducting depreciation 
on a composite basis, claim retirement 
losses? Where should they be charged? 


Answer: The question of losses on re- 
tirement comes up whether the taxpayer 
is using individual rates or composite 
rates. The Bureau usually requires that 
a retirement loss under composite rates 
be charged to the reserve. There are 
various refinements of the argument. In 
many cases, where companies have a 
number of different plants, an agent will 
allow a loss on the abandonment of an 
entire plant even if the composite rate 
has been used by the taxpayer in that 
plant and other plants. There is no fixed 
rule. In theory, the loss should be 
allowed when it is attributable to some 
unforeseen cause. The Treasury Depart- 
ment is closely following the principle 
that such losses may be allowed only 
where it is clearly evident that the cir- 
cumstances of the loss were not con- 
templated in the original rate of depre- 
ciation. These conditions are rarely met 
in practice because of the difficulty of 
proving what was contemplated at the 
time the rate was established. 


Another question is that of the basis of 
depreciable property. This comes up in 
the event of a sale, a change in rates for 
the future and the determination of in- 
vested capital. 
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An impor tant decision on this point was 
that of the Pittsburgh Brewing Company 
(107 F(2d) 155) which held that, under 
unusual facts, depreciation charged on tax 
returns where the taxpayer had losses had 
not been “allowed” because the Commis- 
sioner had not questioned the return. In 
the course of its remarks, the Court said 
that depreciation could not be properly 
said to be allowable unless there was 
something to deduct it from; it was by 
definition a deduction. Under the provi- 
sions of Section 113, there would thus be 
no depreciation allowed or allowable; there 
would have to be some income to offset 
it. The fact that the Commissioner did 
not appeal that case may indicate that he 
was somewhat fearful of the outcome. 


Question: What is the effect of the 
Pittsburgh Brewing Case on the basis 
of the property in the event of a sale? 


Answer: This case actually dealt with 
a difference in the adjusted basis of the 
property, because of which depreciation 
deducted was more than it should have 
been. The Commissioner claimed that 
the deduction was nevertheless allowed, 
but the court disagreed and ruled that 
deduction should be reduced to the 
amount calculated on the proper cost. 
The Bureau's attitude is to follow this 
case only when excessive depreciation 
in past years was due to a non-existent 
base. 


Question: What is the basis for de- 
preciation of a personal residence con- 
verted to business use? 


Answer: The lesser of the cost or 
undepreciated value at the date of con- 
version. 


Question: Is the New York State 
rule for depreciation basis on conversion 
of a residence to business property the 
same as the Federal? 


Answer: Yes, New York State ordi- 
narily follows the Federal rule. 


Question: What is the basis for de- 
preciating property acquired by fore- 
closure? 

Answer: The adjusted basis for loss 
on sale or exchange which will be 
equivalent to the value of the claim 
satisfied, ordinarily the fair market value 
bid in 


Question: Where the property is bid 
in for a lump sum, how is the basis of the 
building and of the land determined? 

Answer: By allocation under various 
methods such as appraisal or insurable 
replacement values. The difficulties en- 
countered in allocation may be illus- 
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trated by an actual case. A property 
consisting of land and building was pur- 
chased in New York City in 1925 for 
$4,000,000. The cost was allocated on 
the basis of assessed values and the re- 
sulting depreciation was not questioned 
until 1931, when the Bureau proposed 
a 50-year life rather than the 40-year 
life previously used. An agreement was 
reached on the basis of 40 years. In 
1935 the Bureau again questioned the 
deduction and requested that the tax- 
payer furnish the information called for 
by T.D. 4422. At the same time the 
Bureau proposed a 30% reduction in the 
original cost allocated to the building, 
the difference to be added to the cost of 
land. After a series of conferences this 
30% reduction was agreed to, but the 
conferee also arrived at a new value for 
the land. This, plus the reduced value 
of the building, totalled only $3,000,000. 
The extra $1,000,000 was regarded by 
the conferee as an intangible arising 
from a bad bargain in the first place. 
To refute this position the taxpayer 
produced a 63-year lease which had been 
acquired with the property and claimed 
that the extra $1,000,000 represented 
lease cost paid for in 1925 on which 
63-year amortization should be allowed. 
While the Bureau attempted to contest 
this, the taxpayer finally won his point. 
The Bureau is still intermittently at- 
tempting to add the additional $1,000,- 
000 to the cost of the land. 


Question: In the foregoing example 
would not the lease cost be part of the 
cost of the land or the building? 

Answer: No, the lease cost can be 
dealt with separately. 


Question: Does this example intend 
to imply that the Treasury Department 
will classify all “bad bargain” overpay- 
ments as goodwill? 

Answer: This particular case might 
be construed as pointing in this direc- 
tion, but is hardly the basis for estab- 
lishing a principle. 

Question: In a transaction such as 
the foregoing, would stated prices in the 
original purchase contract have elimi- 
nated the difficulty? 


Answer: If the cost is split in the 
contract no question of allocation arises. 


Question: In an executory contract for 
the sale of a building dated October 1, 
1941, it provided that the purchaser was 
to have possession on January 1, 1942. 
When does the depreciation allowance 
begin? 

Answer: No depreciation can be taken 
for the period prior to January 1, 1942. 
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What the taxpayer purchased was the 
property in its condition on January 1, 
1942, therefore it could not have suffered 
any depreciation prior to that date 


Question: Three individuals jointly 
own a building which is leased to ten- 

nts. By agreement between themselves 
one of the three acts as agent in operat- 
ing the property and collecting the rents. 
How is the depreciation deduction dealt 
with for tax purposes? 

Answer: The individual operating the 
property is an agent and not a fiduciary 
and therefore the three owners should 
each deduct their proportionate share of 
the depreciation allowance during any 
taxable year. 


Question: A Corporation has deducted 
and has been allowed depreciation in 
excess of the amounts charged on its 
books. In calculating accumulated earn- 
ings and losses for excess profits tax 
purposes, what amount of depreciation 
should be deducted? 

Answer: The depreciation allowed for 
tax purposes should be taken into ac- 
count in calculating accumulated earn- 
ings and profits (unless the depreciation 
basis was computed on March 1, 1913 
value) and not the smaller amounts 
charged on the books. 


Amortization 


This is a subject often mentioned in the 
newspapers lately. When the defense pro- 
gram was starting many manufacturers 
were said to be unwilling to extend their 
plants for production unless ihey were 
assured that they could deduct this invest- 
ment over some reasonably short period 
which might approximate its useful life. 
The prospect of the war lasting indefinitely 
was small; it was equally indefinite as to 
whether the war would last five years. 
Congress said that expansion could be 
written off over five years provided the 
taxpayer received a certificate from the 
War or Navy Department saying that the 
facility was necessary in nz ition: il defense. 
The statute also provides that if the war 
does not last the five years, the taxpayer 
may go back and adjust his amortization 
to the date the President or Secretary of 
the Navy or War declared the emergency 
ended. 

In the administration of the act, the 
problem is that of determining what is a 
defense facility that can be certified as 
necessary in the national effort either by 
the Secretary of the Navy or War and 
thus make it mandatory on the Commis- 
sioner to allow amortization. 

Government protection clauses and non- 
reimbursement clauses seem to be on the 
way to early simplification by simply re- 
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pealing the troublesome subsection which 
contains them, The War, Navy and Treas- 
ury Departments recommended the repeal 
and thus it is virtually an administration 
measure. It seems quite certain that this 
section will be repealed to remove a bottle- 
neck for manufacturers. 

There are various alternatives to amor- 
tization which can be and are used. The 
Government can reimburse the manufac- 
turer over five years under an E.P.F, 
contract. The Government can put up the 
money and own the plant and rent it 
to the manufacturer. Some manufacturers 
preferred the rent arrangement because 
they felt surer of that than of the amorti- 
zation. 


Question: An application was filed for 
a certificate of necessity together with 
plans for a $20,000 plant. Subsequent 
changes in the plans involved an addi- 
tional cost of $10,000. What procedure 
should be followed? 

Answer: If the Certificate of Neces- 
sity had not been granted, the applica- 
tion would be amended. There has been 
talk of new regulations which will pro- 
vide a procedure under which a supple- 
mentary statement can be filed. Then, 
if the facility is reasonably close to that 
referred to in the application and is in 
substance the same plant expansion, the 
authorities will accept the supplemen- 
tary statement as an amendment to the 
Certificate of Necessity, which would 
be promis along to the Commissioner of 
Internal Revenue without any discre- 
tionary power on his part. This would 
materially simplify the present situation. 


Question: How many certificates of 
non-reimbursement have actually been 
issued? 

Answer: Relatively few. A _ recent 
figure showed only about 50 for the 
entire country. 

Question: What is the position of a 
manufacturer who at the expiration of 
the War has a serviceable capital asset 
which has been previously written off 
over the period of the war? 

Answer: The remaining to a 
basis is zero. If Section 124 (i) is re- 
pealed the taxpayer still owns the asset 
without restriction, unless his contract 
provides otherwise. If the subsection is 
not repealed, a prime contractor in this 
situation might have difficulty with his 
amortization deductions. 


Question: A corporation has been al- 
lowed 20% depreciation on its machinery 
covered by a Certificate of Necessity. 
Is there any advantage in showing the 
deduction as amortization rather than 
as depreciation? 
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Answer: It is better to show it as 
amortization since the deduction is then 
safer. Also, if claimed as amortization 
and the War ends, say, in three years, 
the cost would be recovered over that 
period rather than the five years con- 
templated in the depreciation rate. But 
amortization must be claimed as such 
in the year following the completion of 
the facility. In order to get an amorti- 
zation deduction in a 1941 return, a Cer- 
tificate of Necessity must be obtained 
before filing the return. This might 
afford a reason for an extension of time 
within which to file. 


Depletion 


Depletion relates to oil wells, mines, and 
timber, and is not a major factor to most 
of us here in New York. The history of 
depletion has been one of constant agita- 
tion on the part of the Treasury Depart- 
ment to bring about the elimination of per- 
centage depletion. Depletion based on 
discovery value has also been regularly 
under attack. So far, the interests involved 
have been strong enough to stop any such 
changes, but the trend is against the tax- 
payer. 

In determining income from the prop- 
erty under Section 114, the oil companies 
have had one recent set-back. The Com- 
missioner now claims that all items of 
overhead including interest and deductible 
taxes should be pro rated against the 
income from the property in determining 
the limiting factor for depletion purposes. 

Another point against the oil companies 
is the limitation of the right to deduct 
intangible drilling costs. A recent G. C. M. 
analyzes this matter from the standpoint 
of footage contracts, turnkey contracts, 
and the employer-employee relationship 
of various types of labor. This ruling ap- 
parently goes no further than previous 
cases, nor does it go as far as the Bureau's 
previous attempts. 


Question: To what extent does deple- 
tion adjust the basis of assets and the 
calculation of earnings and profits avail- 
able for the distribution of dividends? 


Answer: The adjusted basis for deter- 
mining gain or loss is arrived at after 
deducting depletion allowed, but not less 
than amount allowable. However, where 
for any taxable year prior to 1932 the 
depletion allowance was based on dis- 
covery value or a percentage of income, 
then the depletion adjustment for such 
year is the amount which would have 
been allowable if computed without ref- 
erence to discovery value or a percentage 
of income. Discovery and percentage 
depletion for all years is not to be used 
in arriving at earnings and profits avail- 
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able for the distribution of dividends. 
Only cost depletion is taken into account. 
This is also true of earnings and profits 
for excess profits tax purposes. 


Question: An oil producer claimed 
depletion on a cost basis through 1934 
and in 1935 finds that percentage deple- 
tion will result in larger deduction. Can 
he make the change? 


Answer: There is no election at all 
required of an oil producer as between 
cost or percentage depletion, and he may 
change from year to year. In fact, he is 
required to deduct on whichever basis 
gives the most depletion. The basis of 
depletable property will be adjusted by 
cost depletion or percentage depletion, 
whichever would have been the larger. 


Question: A company acquired min- 
ing property in 1940 and began mining 
operations. It has no cost basis for com- 
puting depletion. For the year 1940 the 
company had a net loss from mining 
operations. In its tax return it took no 
deduction for depletion nor was any 
statement attached to the return as to its 
basis for computing depletion. In 1941 
the company realized a profit from its 
mining operations. Can the company elect 
percentage depletion for the property? 


Answer: Yes. The Court has held in 
a similar situation that the taxpayer is 
not required to make a choice between 
methods of depletion until the first year 
of operations in which there would be a 
depletion allowance under one of the 
methods of computing depletion. The 
taxpayer in this case had no net income 
from the property in 1940 on which per- 
centage depletion could be taken and 
no cost basis for computing cost deple- 
tion. Therefore, it had no depletion 
allowance which it could elect for 1940 
and the first return in respect of the 
property in which it could elect a method 
of computing depletion would be the re- 
turn for 1941 when there was net income 
from the property on which percentage 
depletion could be taken. It may be 
noted that the Regulations are not in 
accord with this decision, holding that 
the first return in respect of a property 
is the return made for a taxable year for 
which the taxpayer has any item of in- 
come or deduction with respect to such 
property. 


Question: A company buys property 
in 1905 for $1,000,000 which has a March 
1, 1913 value of $2,000,000. Up to the 
present time the depletion for tax pur- 
poses has been $1,500,000. At what 
amount is the property included in in- 
vested capital? 
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Answer: In a situation of this kind 
the tax returns should probably show 
the $1,000,000 cost. There would be 
$1,000,000 originally paid in, a charge 
against earnings and profits of $750,000 
for depletion (15/20, equivalent to 75%) 
and a credit to earnings and profits of 
$750,000 representing the realization of 
the March 1, 1913 value, assuming that 
prior years’ distributions would not up- 
set this picture. No adjustment would 
be required for the period 1905 to 1913 
since the March 1, 1913 value would 
presumably have taken this into account. 


The Application of Accounting 
Machinery to the Small 
Business 


Paper presented by Ricuarp S. HELstTeIn, 
C.P.A., before a special technical meeting of 
the Committee on Accounting Machinery, 
October 23, 1941, Lucius H. Coleman, Chair- 


man, 


In discussing the application of account- 
ing machinery to small businesses, emphasis 
should be laid on the fact that a machine 
is not a panacea for all the ills of a small 
business. There is nothing a machine can 
do that cannot be done by hand. A ma- 
chine can improve accuracy to a great 
degree; it cannot insure it. The efficiency 
of a machine depends, not on the number 
of gadgets, but on how it can be coordi- 
nated with the flow of office procedure, and 
how it can speed up that flow. It is neces- 
sary for the accountant to have a working 
knowledge of office machinery in order to 
be able to suggest the most. efficient 
methods to be employed in an office, and 
when mechanical devices should and 
should not be used. 

In the case of one corporation, the com- 
plete routine of operations in the accounts 
payable system required five clerks and 
four bookkeeping machines, each operation 
being performed by a machine adapted to 
its purpose, except for a remittance clerk 
who operated entirely by hand. The ma- 
chines used in this system represented an 
investment of approximately $5,000.00. As 
the result of an investigation, one machine 
was chosen costing $1,525.00, which was 
capable of combining all of the operations 
previously performed by five operators 
into two operations performed by one full- 
time operator and one part-time operator. 

The purchase of a machine must be 
approached by a thoroughly conceived 
plan. There are many types of business 
machines, such as cash registers, calcu- 
lators, comptometers, posting and billing 
machines, addressographs, adding ma- 
chines and typewriters. 

The primary reasons for the installation 
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of a business machine are to save money, 
level off peak loads and improve service 
to the other departments of the organiza- 
tion. 

A survey should be made of the way to 
best fit the machine into the flow of office 
procedure. The accountant recommending 
the installation must analyze the organiza- 
tion chart to the end of saving time and 
motions, and to preclude disrupting office 
procedure. In addition he must survey 
the machine market; he must consider the 
potentialities of those machines available, 
and the variations of their functions. It is 
advisable to list the requirements which 
must be fulfilled by the machine, so that 
when the purchase is discussed with a 
salesman of business machinery, each item 
will be considered. A machine should be 
so chosen that a change in operators be- 
cause of illness or because of an operator 
leaving her job will not seriously interrupt 
the efficiency of the office. 

The most common installation is that of 
a posting machine for accounts receivable. 
It has a distinct advantage over a manual 
system in that it records in one operation 
the statement, the customer’s ledger card, 
and the daily cash and sales sheet. Be- 
cause of this it eliminates the peak loads at 
the end of the month, which cause work- 
ing under pressure often resulting in con- 
fusion and error. The ledger card balance 
has been brought forward simultaneously 
with the posting, so that all that need be 
done is to take off a trial balance; the 
statements, posted currently, are at all 
times available to the customers, to sales- 
men, to the commission clerk, and to the 
credit department. 

The machine does calculation, which, 
when done mentally results in loss of time, 
and often in errors. The accounts receiv- 
able poster picks up the old balance, adds 
or deducts debits and credits, and regis- 
ters the new balance; it records a running 
total of debits and credits for the day; and 
it furnishes a proof of the work done, in 
so far as calculation is concerned. The 
work done by a machine is much more 
legible, resulting in increased accuracy, 
ease in review, and detection of errors. 

In any business, and most particularly a 
small business, the price of a machine is an 
important consideration. The — savings 
effected should pay for the machine over a 
period of no longer than two vears. 

Although my reference until now has 
been to an accounts receivable posting ma- 
chine, the same principles apply to most 
accounting machinery. A simple cash 
register, for instance, has a drawer to hold 
money, it gives a receipt, and records ona 
running tape the type of transaction, that 
is, cash sale, received on account, paid 
out, or no sale. A machine is presently 
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available, however, which through the use 
of four drawers, and symbols, will reflect 
the business of each clerk, sales by types 
of merchandise, and record the daily totals 
of each of the aforementioned segrega- 
tions. 

An ordinary office adding machine with 
a wide movable carriage, and equipped to 
print dates, symbols, and credit balances, 
can be used to keep complete records of 
accounts receivable or payable. It is often 
advisable to use an addressograph in con- 
junction with these machines to set up 
statement headings, or names and social 
security numbers on payroll checks, in 
order to eliminate as much typing or code 
work as possible. 

While my treatment of the application 
of accounting machinery to small business 
has been very general, I do wish to em- 
phasize that while a machine may be of 
great advantage to a business, it is the 
duty of the accountant who recommends 
the installation of the machine, to estimate 
the practicability thereof, and the savings 
to be effected thereby. 


Selected Questions and Answers 


Question: Is there any one accounting 
machine that can do everything? By that 
I mean is there a single machine that cor- 
relates all the duties that are presently 
performed by machines specifically se- 
lected to accomplish particular tasks? 

Answer: There is no one bookkeeping 
machine which will perform all bookkeep- 
ing operations. However, many of the 
machines on the market may be used for 
more than one purpose. The accounting 
machine companies emphasize the flexi- 
bility of their products and illustrate how 
the same machine may be used to post 
accounts receivable, accounts payable, pay- 
roll records, and to produce the books of 
original entry as a by-product of the post- 
ing operation. The machine’s flexibility 
is accomplished by various methods. In 
some instances, this is done by realignment 
of accounting forms, whereas in others, 
removable bars permit. the automatic 
change of the tabulating mechanism. 

A general rule to be observed is that the 
smaller the business, the greater the de- 
gree of flexibility to be desired. For large 
operations, special rigid setups may prove 
more efficient where there is sufficient 
volume to require the use of a machine for 
one purpose constantly. Where full time 
use of a machine for a single operation 
cannot be maintained, economical opera- 
tion requires that the machine be adaptable 
for more than one purpose. 


Question: A client of mine engaged in 
a small manufacturing business has ap- 
proximately 1,000 customers’ accounts of 
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which approximately 500 are active. He 
has one bookkeeper who posts the ac- 
counts receivable, and occasionally, during 
peak periods, is assisted by another girl 
in the office. All of the bookkeeping is 
done by hand. At the erid of the month, it 
takes from two to three weeks to prepare 
statements and mail them to customers. I 
have been considering the installation of an 
accounting machine for the posting of ac- 
counts receivable and shall appreciate your 
advice as to whether this is practical under 
the circumstances and, if so, what machine 
would you recommend. 


Answer: From the brief statement of 
facts which you have submitted, it would 
appear that an accounting machine in- 
stallation will overcome the difficulty of 
which you complain, namely, delay in 
preparation and mailing of customers’ 
statements. A machine will also serve to 
save time and reduce errors. Whether 
such change will be economical can be 
answered only after a more detailed study 
of the facts. It is not within the province 
of this committee to recommend any spe- 
cific machine. We suggest that you get in 
touch with a number of the machine com- 
panies whose representatives will be happy 
to explain what their machines can do and 
we believe that you will then be in a posi- 
tion to determine whether the proposed 
installation is advisable. 


Question: What is the procedure to be 
followed in choosing an accounting ma- 
chine? 

Answer: The first step in choosing a 
machine is to make a careful and thorough 
study of the routine of operation. It 
should be borne in mind that a machine 
will do nothing mechanically that cannot 
be done manually, but that it will often 
eliminate peak loads, provide by-product 
information, and produce a combination of 
operations at one time which frequently 
cannot be effected manually. For example, 
an accounting machine will automatically 
accumulate totals at the time of posting 
and will more readily produce duplicate 
records through the use of carbons. In 
making the initial survey these aims must 
be kept constantly in mind for the purpose 
of seeing what combination of records may 
be produced or what short cuts in opera- 
tion may be employed. 

Probably the most efficient method of 
reaching a conclusion as to the type of 
machine to be selected is to prepare a chart 
listing on the left-hand side the various 
factors to be considered and listing across 
the top the names of the various machines 
examined. The advantages and disadvan- 
tages of each machine may then be noted 
in the proper column opposite the factor in 
question. When the survey has been com- 
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pleted this chart will provide the means for 
arriving ata dispassionate and impersonal 
conclusion which is not possible under the 
influence of the machine ‘salesmen’s per- 
suasive sales talk. 


The following are illustrations of the 
type of factors to be listed: 
1. Key board 
2. Writing surface 
3. Visibility 
4. Decimal tabulation 
5. Facilities for collation 
6. Feed 
7. Automatic credit balances 
8. Automatic proof 
9. Correction of errors 
10. Typing equipment 
11. Ciphers 
12. Number of registers 
13. Training of operator 
14. Cost 


Question: Are accounting machines 
foolproof? 


Answer: The answer is unequivocally 
NO. Almost any machine will fail to dis- 
close compensating errors. Despite the 
care with which they are constructed, ma- 
chines occasionally slip and make mechani- 
cal mistakes. Machines do not prevent the 
operator from making a mechanical error 
such as the picking up of an opening 
balance. 

Some machines provide more facilities 
for proof than others. In the more ele- 
mentary type of bookkeeping machine it is 
necessary to check back tapes to original 
sources in order to check opening balances 
and postings. More advanced machines 
provide various means of verifying the 
pick-up of the opening balances and pro- 
vide checks against mechanical error by 
locking or failing to clear. The degree of 
proof depends to a large extent upon the 
amount of mechanism in the machine, and 
accordingly, the cost of the machine is pro- 
portionate to the guards it provides. 


Question: Is auditing precaution de- 
creased in any respect where machines are 
used as compared with manual operation? 


Answer: Again the answer is no. It is 
possible for an operator to make deliberate 
or unintentional errors. Totals may be 
deliberately understated or overstated 
through the use of nonprint or nonadd 
keys. Entries may be deliberately pre- 
vented from appearing on either the origi- 
nal or the duplicate of a record by the 
insertion of a piece of paper where the 
entry would normally appear. 
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There are frequent instances in which 
machine mechanisms will slip thereby pro- 
ducing unintended errors. Generally speak- 
ing, however, by reason of the fact that 
proofs are provided on most machines, 
such errors slip by to a lesser extent in the 
case of machine operation than in the 
case of hand operation. Moreover, such 
errors when undetected in the first instance 
are more easily identified upon rechecking 
in the case of mechanical operation. Ma- 
chine operations must be checked and the 
auditing precautions should not be relaxed 
in any respect. 


Question: Is it practical to use a com- 
bination of machines for bookkeeping to 
eliminate all manual work? 


Answer: It is not possible to eliminate 
completely all manual work. Many ma- 
chines will produce and tie up operations 
mechanically after the original source 
record has been prepared, but the prepara- 
tion of the original record is easily a 
manual operation. A borderline case may 
be illustrated by punch-card equipment 
wherein a card is punched mechanically as 
a by-product of a billing operation. Such 
cards may then be sorted and tabulated 
mechanically. An operation of this type 
is practically entirely mechanical except 
for the manual effort of typing the original 
bill and the manual operations necessary 
to transfer the cards to and from the sort- 
ing and tabulating machines, and the ulti- 
mate filing of the cards. Generally speak- 
ing, every bookkeeping system, no matter 
how mechanized, involves some hand 
operations. In most instances, it is more 
economical to maintain certain operations 
by hand, such as posting the general 
ledger, than to attempt to mechanize as 
fully as possible the bookkeeping system. 


Question: In connection with the ten- 
key and multi-key adding machines, can 
you inform me of the relative speeds of 
operations 


Answer: The Committee has made in- 
quiry from time to time as to the relative 
speeds developed by these machines in 
speed tests, but has found no conclusive 
answer. Where figures containing a great 
many ciphers are added, the multi-key 
board is more advantageous. Generally 
speaking, however, ciphers do not appear 
much more frequently than other digits, so 
that the choice of a machine is dependent 
upon the facility with which the operator 
or operators can use it. Where possible. 
it is desirable to ascertain the preference 
of the operator or operators before making 
a decision. 
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THERE ARE ‘Nationals 
FOR ANY ACCOUNTING JOB 


. and they have proved their value in almost every kind of business. 


The records they make, the economies they effect, and the time-savings 
they produce are ample proof that somewhere in the long line of machines 
available there is one that can fulfil the desired results of any job. 


Drop in our office at 40 Rockefeller Plaza and look over the many different 
types of machines on exhibit. Our trained representatives will be glad 
to demonstrate them to you, and to assist you in any manner possible. 


oféaout The National Cash Register Company 


40 ROCKEFELLER PLAZA Cl 5-6300 








FIGURES ARE VITAL 
IN SPEEDING 
WAR PRODUCTION New York CERTIFIED 


Figures are the lifeblood of war pro- Pusiuic ACCOUNTANT 
duction . . . figures on which to base 
estimates, budgets, commitments 
figures that keep materials and oaate 
moving toward scheduled assembly 
points . . . figures that assure the Three Dollars Annually 
prompt payment of employees 
figures for providing =ptetheminate 
reports which permit management to 
make quick decisions, take quick action. 

Both government and industry use Office of the 
Burroughs machines of many different 
types and styles for obtaining these vital New York STATE SOCIETY 
figures and writing essential records in oF CERTIFIED PUBLIC 
less time, with less effort, and at less 
cost. ACCOUNTANTS 
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BURROUGHS ADDING MACHINE Co. 15 Eeat Aket Seeeet 
New York City 
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